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INTRODUCTION. 


It  is  daily  becoming  more  and  more  essential  that 
business  men  and  students  should  have  thorough  knowl- 
edge of  the  subject  of  incorporation;  a  comprehensive 
realization  of  corporate  powers  and  limitations.  It  is 
not  enough  to  know  what  a  corporation  is,  and  from 
what  source  it  derives  its  existence.  It  is  more  vitally 
important  to  know  "why"  a  corporation  exists,  the 
advantages  or  disadvantages  of  such  existence,  and 
what  a  corporation  may  or  may  not  do  legally. 

The  transaction  of  business  by  corporate  bodies  rather 
than  by  individuals,  firms  or  partnersliips,  is  far  from 
being  new.  It  dates  back  to  the  days  of  Queen  Eliza- 
beth, and  yet,  after  four  centm-ies  of  progress  in  all 
other  important  lines  of  industry  there  has  been  prac- 
tically no  change  in  the  vital  principles  of  incorporation. 
Methods  of  putting  these  principles  into  effect  have 
changed  materially,  but  the  principles  themselves  remain 
virtually  unaffected  by  the  lapse  of  time. 

Incorporation  is  today  vastly  more  important  to  our 
business  welfare  than  it  was  in  1600.  As  a  matter  of 
fact  it  is  by  incorporation  only  that  great  modern  en- 
terprises are  made  possible.  Under  these  circumstances 
it  would  be  only  natural  to  think  some  effort  would  have 
been  made  to  enact  one  general  law,  applicable  certainly 
to  all  the  States,  and  possibly  international  in  its  scope. 
Unfortunately  no  effort  of  this  natm-e  has  been  made. 
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16  INTRODUCTION. 

The  result  is,  so  far  as  the  United  States  is  concerned, 
we  have  a  vast  amount  of  conflicting  legislation  on  the 
subject,  some  of  it  well-nigh  unintelligible  when  at- 
tempt is  made  to  analyze  its  intention  and  apphcation. 
So  complicated  is  the  subject  that  many  otherwise  smart 
lawyers  who  have  not  made  long,  careful  study  of  cor- 
porate law  are  befogged  in  their  efforts  to  interpret  it. 

Each  State  and  Territory  has  its  own  statute  govern- 
ing the  matter  of  incorporation.  Many  of  these  are  anti- 
quated and  sadly  in  need  of  revision  to  bring  them  up 
to  the  requirements  of  the  times;  others  are  ambiguous 
and  uncertain  in  their  terms;  others  contain  drastic 
provisions  inimicable  to  the  healthy  growth  of  corporate 
enterprises,  while  in  some  cases  the  privileges  granted 
corporations  are  undoubtedly  much  too  liberal,  and 
encourage  an  abuse  of  these  privileges  which  tends  to 
breed  public  discontent. 

It  is  the  purpose  of  this  volume  to  make  the  subject 
of  corporate  existence  as  plain  as  possible  so  that  the 
business  man,  the  student,  and  all  others  who  have  need 
for  information  of  this  kind  may  understand  it.  To 
this  end  we  have  discussed  the  general  topic  of  corpora- 
tions in  the  following  manner: 

Their  origin  and  scope;  in  other  words,  the  history 
and  field  of  corporate  enterprise. 

Advantages  to  be  gained  by  corporate  action  as 
against  the  efforts  of  individuals  and  firms. 

How  incorporation  may  be  obtained;  the  modus 
operandi  of  organizing  a  corporation. 

Promotion  of  corporate  enterprises.  Under  this 
heading  is  explained  the  modern  method  of  promotion 
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which  has  come  to  be  practically  indispensable  in  the 
flotation  of  large  corporations. 

Duties,  rights  and  liabilities  of  directors,  officers  and 
stockholders;  what  they  should  do,  and  what  they  may 
not  do. 

Various  forms  of  corporate  securities.  How  they  are 
issued  and  for  what  purposes.    Legal  and  illegal  issues. 

Business  and  iinancial  management.  Methods  that 
influence  success  or  failure.  With  a  chapter  on  the 
course  to  pursue  in  dissolutions,  reorganizations,  etc. 

Limitations  of  corporate  power.  This  is  a  subject 
little  understood  even  by  those  directly  interested  in  the 
management  of  corporations,  and  is  of  supreme  impor- 
tance in  the  modern  business  world. 

The  marketing  of  corporate  securities.  How  bonds 
and  stocks  may  be  disposed  of  to  the  best  advantage. 
Comparison  of  stock  exchange  and  underwiiting 
methods. 

Federal  taxation  and  control  of  corporations. 

Suggestions  for  the  regulation  of  public  service  cor- 
porations so  that  justice  may  be  done  to  both  stock- 
holders and  the  public.  The  value  of  industrial  cor- 
poration. 

Special  features  of  State  laws,  with  a  digest  of  the  va- 
rious State  statutes  governing  incorporation,  arranged 
for  the  information  of  those  contemplating  incorpora- 
tion. 

Careful  consideration  of  these  subjects  will  be  of 
great  value  to  people  who  wish  to  advise  themselves 
authoritatively  as  to  the  details  of  the  corporation  ques- 
tion. The  weak  as  well  as  the  strong  features  of  cor- 
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porate  existence  are  clearly  pointed  out,  and  sugges- 
tions made  yro  and  con. 

Attacks  on  corporations  have  become  almost  epidemic 
in  many  sections  of  the  country.  While  this  volume  is 
not  in  any  way  intended  as  a  defense  of  corporations, 
the  impartial  reader  will  readily  make  up  his  mind  that 
wholesale  denunciation  of  the  corporation  per  se  is 
unwarranted.  It  is  not  the  system  of  incorporation,  but 
the  abuse  of  that  system  by  unscrupulous  men,  that  is 
at  fault.  The  remedy  for  this  hes  in  the  adoption  of 
more  carefully  drawn  laws  and  the  rigid  enforcement  of 
these  laws. 

So  long  as  laws  are  deficient,  the  public  officials 
charged  with  the  enforcement  of  these  laws  lax  in  their 
duty,  and  unscrupulous  men  are  in  position  to  take 
advantage  of  this  laxity,  just  so  long  will  we  have  cor- 
poration abuses  which  warrant  attack,  but  the  attack 
should  be  on  individuals  rather  than  on  the  corporation. 

The  world  of  today  cannot  get  along  without  corpo- 
rate endeavor.  Consequently  its  study,  with  the  pur- 
pose of  making  use  of  it  in  an  honorable,  straightfor- 
ward manner  for  the  advancement  of  business  enter- 
prises, is  a  matter  of  duty  toward  one's  fellow  man. 

There  is  a  great,  an  immensely  profitable  field  for 
private,  individual  effort  in  the  promotion  and  organiza- 
tion of  corporate  enterprises.  It  is  a  field  which  should 
be  particularly  inviting  to  young  men.  Aside  from  a 
few  of  the  larger  cities  it  is  as  yet  practically  unoccupied. 
There  is  hardly  a  town  or  city  of  fair  size  in  the  United 
States  or  Canada,  which  does  not  afford  opportunity  of 
this  character.  The  world  moves.  Communities  are 
fast  outgrowing  the  business  accommodations,  espe- 
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daily  in  the  way  of  public  services,  which  were  ample 
ten  years  ago.  They  need  corporate  endeavor,  backed 
with  suitable  capital,  to  meet  the  demands  of  increasing 
population. 

Nor  is  the  field  confined  to  the  cities  and  towns.  In 
the  rural  districts  there  are  inviting  opportunities  for 
irrigation  projects,  land  companies,  and  similar  ven- 
tm-es,  lying  dormant. 

The  men  who  take  advantage  of  these  opj)ortunities 
and  turn  them  into  money  must  be  versed  in  the  matter 
of  incorporation;  they  must  "know  how."  In  no  sim- 
pler, easier  manner  can  they  get  this  knowledge  than 
by  a  careful  reading  of  this  volume. 


"The  general  intervention  of  corporations  in  political 
affairs  is  of  comparatively  modern  origin.  In  the  five 
volumes  of  McMaster's  "History  of  the  American  Peo- 
ple," now  in  the  hands  of  the  reading  public,  in  which 
the  mingling  of  social  and  political  history  involved  a 
discussion  of  American  politics  as  thorough  and  exhaus- 
tive as  it  is  entertaining  and  insti^uctive,  no  reference  is 
made  to  corporate  influences  on  political  life." — Hon. 
William  Lindsay,  United  States  Senator  from  Ken- 
tucky. 


CHAPTER  I. 

ORIGIN  AND  SCOPE  OF  CORPORATIONS. 

A  corporation  is  an  aggregation  or  combination  of 
two  or  more  persons,  authorized  by  law  to  do  business 
as  an  individual,  and  to  exercise  such  rights  as  individuals 
have  singly,  but  which  would  be  difficult  for  several  in- 
dividuals to  assert  toward  a  common  end  unless  acting 
in  unison  through  organization. 

Originally  all  corporations  existed  by  favor  of  the 
king.  Charters,  or  corporate  rights,  were  largely 
granted  to  favorites  of  the  monarch  to  engage  in  adven- 
tures which  promised  profit,  and  which  were  either  too 
large  or  too  risky  for  individuals  to  undertake  as  such. 
One  of  the  first  organizations  of  this  nature  of  which 
there  is  authentic  record  was  the  English  East  India 
Company,  which  was  chartered  or  incorporated  under 
Queen  Elizabeth  in  1600,  to  trade  with  India.  Follow- 
ing this  corporate  bodies  of  various  kinds  fast  sprang 
into  existence.  In  1612  the  transactions  of  this  nature 
had  become  so  numerous  and  important  as  to  warrant 
Lord  Coke,  then  the  Crown  lawyer,  in  drawing  up  a 
code  defining  the  essentials  of  incorporation. 

Coke's  Plan  Remains  Unchanged. 

These  essentials,  outlined  by  Coke  over  three 
Jbundred  years  ago,  remain  virtually  unchanged  in  1915. 

n 
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They  have  been  added  to,  but  not  otherwise  altered. 
The  principal  features  defined  by  Coke  as  necessary  in 
a  charter  or  act  of  incorporation  are : 

Declaration  of  corporate  name. 
Declaration  of  purpose. 
Declaration  of  domicile  or  main  office. 
Declaration  of  source  of  authority. 
Declaration  of  names  of  incorporators. 

In  those  early  days  charters  were  looked  upon  as 
a  perquisite  of  the  Crown  and,  where  they  were  not 
given  to  favorites,  were  not  infrequently  openly  sold 
for  a  consideration,  conveniently  veiled  under  the  dis- 
guise of  a  "loan."  In  1709,  various  companies  of  ad- 
venturers having  been  consolidated  under  the  name  of 
"The  United  Company  of  Merchants  of  England  Trad- 
ing to  the  East  Indies,"  a  loan  of  £3,190,000  at  3  per- 
cent was  made  to  the  Crown  in  consideration  of  the 
exclusive  privilege  of  trading  "with  all  places  between 
the  Cape  of  Good  Hope  and  the  Straits  of  Magellan." 

Early  Charters  Fostered  Monopolies. 

As  a  general  rule,  the  privileges  granted  by  incorpora- 
tion in  1600-1700  were  exclusive.  Incorporation  not 
only  gave  the  incorporators  a  legal  existence,  but  actual- 
ly created  a  monopoly.  Two  of  the  most  striking  illus- 
trations of  this  are  to  be  found  in  the  histories  of  the 
East  India  and  the  Hudson  Bay  Companies,  the  latter 
then  known  as  the  "Governor  and  Company  of  Adven- 
turers of  England  Trading  Into  Hudson's  Bay."  In 
this  respect  there  has  been  a  marked  improvement  in 
recent  years.     In  some  States,  it  is  true,  there  is  even 
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today  no  marked  or  actual  declaration  against  monopo- 
listic combination,  but  it  is  discouraged  in  a  majority  of 
the  States,  and  in  a  number  is  openly  pronounced 
against.  The  one  apparent  survival  of  this  old  English 
practice  is  to  be  found  in  the  provision  made  by  a  num- 
ber of  States  that  an  incorporated  name  cannot  be  dupli- 
cated, but  this  is  as  far  as  this  sort  of  protection  goes. 
This  is  done  for  the  protection  of  the  public,  and  to 
prevent  confusion. 

But,  while  exclusive,  or  monopolistic,  privileges  are 
no  longer  expressly  granted,  there  are  some  States, 
notably  New  Jersey,  the  incorporation  laws  of  which 
permit  corporations  to  trade  in  the  securities  of  their 
own  or  other  companies,  and  in  this  way  it  becomes 
easy  to  effect  consolidation  of  interests  which  otherwise 
might  be  competitive. 

Power  Passes  to  the  States. 

With  the  organization  of  the  United  States  came  a 
departure  from  the  incorporation  methods  of  the  mother 
country.  The  right  to  grant  charters  was  vested  in  the 
various  States  on  the  theory  that  the  granting  of  a  char- 
ter is  the  privilege  of  a  sovereign,  and,  as  each  State  is  a 
sovereignty  within  itself  it  has  the  power  to  say  who 
shall  or  who  shall  not  do  business  within  its  borders, 
and  to  fix  the  regulations  under  which  said  business  may 
be  done. 

For  a  long  time  the  right  of  Congress  to  grant  char- 
ters was  denied,  but  the  U.  S.  Supreme  Court  (McCul- 
loch  vs.  Maryland)  held  that  charters  could  be  thus  is- 
sued in  instances  where  the  business  thus  authorized 
would  be  of  benefit  to  the  country  at  large.    Under  this 
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interpretation  national  banks  are  chartered,  and  com- 
panies may  also  be  incorporated  to  construct  and  operate 
railways,  and  canals,  to  be  used  in  transportation  of 
mails,  etc.,  between  the  various  States.  The  field  for 
Federal  action  in  this  respect,  however,  is  exceedingly 
limited,  with  the  exception  of  national  banks,  for  which 
a  Federal  charter  is  imperative. 

Federal  Charters  to  Railways. 

In  1862  the  Federal  government,  by  special  act  of 
Congress,  granted  a  charter  to  the  Union  Pacific  Rail- 
road to  construct  and  operate  a  railway  and  telegraph 
line  from  the  Missouri  river  west.  In  connection  with 
this  charter  was  an  enormous  subsidy  in  the  form  of 
Government  bonds,  secured  by  a  mortgage  on  the  road, 
the  bonds  being  issued  in  installments  as  each  section 
of  the  road  was  constructed. 

This  Federal  charter  and  financial  aid  was  granted 
for  the  following  reason:  The  Government  needed  a 
railway  and  telegraph  line  for  postal,  military,  and 
other  purposes,  especially  for  the  moving  of  troops  and 
supplies,  and  the  transmission  of  orders  concerning 
them.  The  country  west  of  the  Missouri  river  was  then 
practically  barren  and  the  enterprise  of  constructing 
and  maintaining  a  railway  was  not  attractive  to  private 
capital.  In  order  to  get  the  road  constructed  and  ope- 
rated the  Government  was  compelled  to  either  charter 
and  extend  financial  aid  to  the  company,  or  let  the 
project  lapse;  it  did  the  former. 

Since  then,  with  the  exception  of  enormous  land 
grants  to  a  few  railways  in  the  West,  the  exercise  of 
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Federal  authority   in   the   granting   of   incorporation 
powers  has  been  mainly  confined  to  national  banks. 

First  of  State  Inoorp orations. 

It  was  not  until  1837  that  incorporation,  as  a  definite 
function  of  the  States,  took  on  organized,  concrete  form. 
This  was  when  Theodore  Hinsdale,  of  Connecticut,  drew 
the  first  corporation  act  for  that  State.  Previous  to 
1837  all  franchises  or  charters  were  granted  by  special 
acts  of  the  legislatures  in  the  various  States.  When  a 
franchise  was  desired  the  applicants  had  to  first  draft  a 
bill  covering  the  subject,  next  get  some  member  of  the 
legislature  to  introduce  it,  and  then  depend  upon  having 
influence  enough  to  secure  its  passage  and  then  its 
approval  by  the  governor. 

Many  abuses  grew  out  of  this  practice.  The  matter 
of  granting  franchises  became  largely  a  question  of 
favoritism  or  purchase,  strikingly  similar  to  the  condi- 
tions which  existed  in  1600.  If  promoters  were  popular 
with  the  legislators,  or  could  exert  other  influence,  they 
could  obtain  franchises  which  in  many  instances  were 
monopolistic.  If  they  were  unpopular,  or  without  the 
power  of  influence,  their  chances  of  obtaining  a  fran- 
chise were  very  slim. 

Primary  Purpose  of  Hinsdale  Law. 

It  was  with  the  purpose  of  remedying  this  condition ; 
to  make  the  obtaining  of  a  franchise  an  equal  right  for 
all  citizens,  rather  than  an  act  of  favoritism,  that  Hins- 
dale secured  the  adoption  of  the  Connecticut  incorpora- 
tion law  of  1837.    This  act,  adopted  seventy-odd  years 
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ago,  is  today  the  basic,  the  underlying  feature  of  all  in- 
corporation acts  in  the  various  States.  It  preserves  the 
essential  points  laid  down  by  Coke  in  1612,  and  has,  in 
recent  years,  been  broadened  in  its  apphcation,  but 
Hinsdale  builded  so  well  in  elaborating  and  adapting 
the  principles  of  Coke  to  the  demands  of  modern  times 
that  the  vital  features  remain  to  this  day  unchanged. 

For  a  few  years  the  operation  of  the  Connecticut  act 
was  watched  closely  by  the  authorities  of  other  States, 
and  gradually  was  copied  and  adopted,  the  results  justi- 
fying the  verdict  that,  to  use  a  homely  phrase,  "it  met  a 
long-felt  want." 

Features  of  First  Statute. 

In  the  Hinsdale  act  may  be  found  the  origin  of  the 
now  general  adoption  by  the  States  of  constitutional 
amendments  prohibiting  the  granting  by  special  legisla- 
tion of  franchises  to  private  corporations  organized  for 
the  profit  of  their  members.  By  it  the  statutory  powers 
of  corporations  were  specifically  enumerated.  It  estab- 
lished a  set  form  of  organization,  especially  as  to  the 
officers,  what  they  should  be,  how  elected,  and  their 
duties. 

For  the  first  time  corporations  were  given  power  to 
forfeit  the  shares  of  stockholders  for  non-payment  of 
subscriptions,  and  the  liabihties,  as  well  as  the  rights  and 
duties  of  stockholders  and  directors,  were  clearly 
defined.  In  it  may  also  be  found  the  first  statutory 
requirements  for  the  making  of  annual  reports,  filing 
of  duplicate,  certified  records  with  town  or  county 
clerks,  etc. 
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Some  Modern  Changes. 

While  the  essential  principles  remain  unchanged, 
many  changes  have  been  made  in  the  way  of  broaden- 
ing the  application  of  the  act,  the  granting  of  more 
liberal  conditions,  and  the  general  enlargement  of  cor- 
porate purposes. 

Some  of  these  modern  changes  include  the  right  to 
transact  corporate  business  outside  of  the  State  in  which 
a  franchise  is  granted;  the  right  to  hold  stock  in  other 
corporations;  to  amend  charters,  and  to  perform  other 
important  functions  not  sanctioned  or  recognized  by  the 
common  law. 

Originally  confined  to  corporations  engaged  solely  in 
manufacturing  and  mining  operations,  the  right  of 
incorporation  has  been  extended  practically  to  all  lines 
of  business.  Where  these  enterprises  are  of  a  public 
service  nature  incorporation  is  provided  for  under  sepa- 
rate statutes  with  the  purpose  of  giving  protection  to 
the  public,  but  in  all  other  respects  the  procedure  is  the 
same  in  all  cases. 

Scope  of  Corporate  Power. 

It  is  an  established  principle  at  law  that  the  purposes 
of  a  corporation  must  be  definitely  stated  in  the  articles 
of  incorporation.  These  purposes  must  be  in  harmony 
with  the  laws  of  the  State  in  which  business  is  to  be 
transacted.  A  corporation,  except  in  a  few  special  in- 
stances, cannot  legally  do  business  outside  of  its  an- 
nounced purposes  on  which  the  charter  was  granted. 
Thus,  it  has  been  held  that  a  company  incorporated  sole- 
ly to  manufacture  and  sell  furniture  cannot  construct  or 
operate  a  railway,  although  both  are  lawful  occupations. 
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In  many  States  violation  of  this  principle  is  punish- 
able by  revocation  of  the  charter,  and  the  directors  who 
authorized  it  may  also  be  held  personally  liable  for 
whatever  losses  or  damages  may  occur. 

Individual  and  Corporate  Powers. 

There  is  a  wide  distinction  between  the  rights  of  indi- 
viduals and  corporations  as  regards  the  exercise  of 
powers.  An  individual,  a  firm,  or  a  co-partnership, 
may  do  anything  it  sees  fit  to  do,  provided  the  act  is  in 
itself  not  antagonistic  to  law;  it  is  not  necessary  to  be 
specially  empowered  to  perform  any  particular  lawful 
act.  A  corporation,  on  the  contrary,  may  do  only  such 
things  as  are  expressly  provided  for  in  its  charter. 

Thus,  an  individual,  a  firm,  or  a  co-partnership  may 
engage  in  as  many  different  lines  and  varieties  of  busi- 
ness as  it  sees  fit;  it  may  borrow  or  loan  money  to  any 
extent,  or  on  any  terms  it  deems  proper;  it  may  use  its 
funds  in  any  manner  desired.  A  corporation  must 
adhere  closely  to  the  business  which  it  is  specially 
authorized  to  transact,  and  must  conduct  that  business 
strictly  according  to  its  by-laws  as  approved  by  the 
charter-granting  power. 

The  Matter  of  Municipal  Control. 

While  the  conditions  under  which  incorporation  may 
be  obtained  are  dictated  by  statute  the  general  principle 
underlying  these  provisions  has  its  origin  in  the  com- 
mon law.  It  is  recognized,  for  instance,  that  corporate 
municipalities  should  have  control  of  their  own  works  of 
public  utility  such  as  street  railways,  telephones,  elec- 
tric hght,  gas,  etc.    In  fact,  these  municipalities  derive 
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this  right  of  control  from  the  act  of  incorporation, 
which,  as  a  rule,  expressly  provides  for  it.  Hence  we 
find  various  States — nearly  all  of  them — place  the 
granting  of  charters  for  works  of  public  utility  under 
special  acts,  the  main  purpose  of  which  is  to  make  the 
securing  of  assent  from  the  municipality  a  requisite  of 
incorporation. 

It  cannot  be  held  that  the  act  of  incorporation  by  a 
State  carries  with  it  the  right  to  invade  a  municipality 
with  the  operation  of  a  work  of  public  utility  unless  the 
power  of  regulating  the  latter  is  expressly  eliminated 
from  the  charter  of  the  municipality  in  question.  The 
State  of  Ilhnois,  by  way  of  illustration,  may  grant  in- 
corporated rights  to  a  gas  company,  but  this  does  not 
mean  that  the  company  thus  incorporated  has  power 
to  start  the  work  of  actual  operation  in  Chicago,  or 
any  other  city  within  the  State,  until  it  has  obtained  a 
permit  or  franchise  from  the  proper  officials  of  that 
city. 

What  Incorporation  Really  Means. 

Incorporation  really  means  legal  existence;  the 
right  to  live.  It  does  not  imply  or  carry  with 
it  a  right  to  operate  in  violation  of  rules  which 
may  have  been  legally  adopted  by  a  municipality 
within  the  State  in  which  incorporation  is  obtained. 
Incorporation,  by  granting  legal  existence  to  a  cor- 
poration, also  imparts  a  value  to  the  securities,  the 
shares  and  bonds  of  such  corporation,  which  would  not 
attach  in  case  of  non-incorporation.  But  this  in  turn 
does  not  mean  that  the  state  guarantees,  or  in  any  way 
establishes,  this  value  except  by  a  grant  of  permission 
to  operate  under  legal  conditions. 
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Let  us  make  the  case  clearer.  A  company  is  organized 
to  construct  and  operate  telephone  lines.  The  act  of 
incorporation  enables  it,  provided  a  proper  showing  can 
be  made,  to  induce  investors  to  buy  its  shares  and  bonds 
and  in  this  manner  the  necessary  capital  is  obtained. 
Before  dividends  can  be  earned  on  this  capital  opera- 
tion of  the  telephone  lines  is  necessary,  and  before  this 
operation  can  be  engaged  in  it  is  imperative  that  the 
consent  of  the  local  authorities  be  obtained. 

Rights  of  Common  Carriers. 

In  the  case  of  common  carriers  such  as  railways,  the 
right  of  eminent  domain  prevails,  carrying  with  it  the 
power  of  condemnation  of  a  right  of  way  regardless  of 
the  wishes  of  the  local  authorities.  But  even  this  does 
not  deprive  the  latter  of  the  jDower  of  regulation.  These 
local  authorities  may  regulate  the  method  under  wliich 
the  railway  is  to  be  operated  within  the  boundaries  of 
their  jurisdiction.  They  may  designate  the  speed  at 
Avhich  trains  are  to  be  moved;  abolish  grade  crossings; 
state  where  stations  are  to  be  maintained,  etc.  It  is 
not  within  the  province  of  these  local  authorities  to  say 
that  the  railway  shall,  or  shall  not  be  oj^erated,  but  it 
is  within  their  province  to  say  how  it  shall  be  operated. 

Should  the  regulations  thus  imposed  be  embarrassing 
to  the  proper  operation  of  the  business  affected,  or  im- 
pose onerous  conditions,  the  corporation  has  the  right 
of  appeal  to  the  courts. 


CHAPTER  II. 

ADVANTAGES  OF  CORPORATE  BODIES. 

In  a  general  way  the  advantages  of  corporate  over 
individual  existence  in  the  transaction  of  business  pro- 
jects may  be  summed  up  as  follows: 

Ease  with  which  capital  may  be  obtained.  When  an 
individual  needs  money  for  business  purposes  he  must 
take  in  special  partners,  or  establish  a  credit  and  bor- 
row funds  on  collateral  security.  There  is  an  element 
of  risk  in  this — such  as  the  death  of  the  borrower,  involv- 
ing delay  and  perhaps  litigation  in  repayment  of  the 
loan — which  frequently  makes  the  obtaining  of  financial 
accommodation  expensive  and  uncertain.  In  the  case 
of  a  corporation,  capital  may  be  more  readily  obtained 
by  the  sale  of  stock  or  bonds. 

Restricted  liability  of  participants.  In  an  ordinary 
firm  or  partnership,  each  partner  is  individually  liable 
for  all  the  indebtedness  of  the  firm.  In  a  corporation 
the  liability  of  each  member  is  limited  to  the  amount  of 
stock  he  holds,  and  almost  always  to  such  amount  as 
may  be  unpaid  thereon. 

Death  Does  Not  Interfere. 

Death  does  not  interrupt  the  operations  of  a  cor- 
poration. When  a  member  of  a  firm  dies  the  business 
must  be  wound  up  and  liquidated.  If  the  surviving 
members  desire  to  continue  the  business  they  must 
organize  a  new  firm.     Should  the  deceased  member  be 
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heavily  interested,  the  procuring  of  new  capital  to  re- 
place that  withdrawn  by  his  death  is  often  a  serious 
problem.  Death,  even  of  the  chief  official  or  heaviest 
shareholder,  makes  no  difference  with  the  operations  of 
a  corporation.  Its  business  goes  on  without  interrup- 
tion. The  stock  held  by  the  deceased  member  may  be 
retained  by  his  estate,  or  sold  in  the  public  market  by 
the  executor.  Officially,  the  corporation  does  not  know 
that  a  death  has  occurred. 

Withdrawals  of  heavy  interests  do  not  affect  corpo- 
rations. Members  of  partnerships  cannot  sell  or  trans- 
fer their  interests  without  the  consent  of  the  other  part- 
ners. If  these  partners  decline  to  purchase  the  interests 
of  a  man  who  desires  to  retire,  his  only  remedy  is  in  liti- 
gation. The  holder  of  shares  in  a  corporation  may  dis- 
pose of  them  to  anybody  at  any  time  without  the  consent 
of  the  other  shareholders. 

Limitation  of  Extravagance  and  Theft. 

Limitation  of  Risk  of  Being  Wiped  Out  by  Extrava- 
gance or  Dishonesty. — In  a  partnership,  each  member 
has  the  power  to  incur  indebtedness  in  the  name  of  the 
firm  without  the  consent  of  his  associates,  and  they  are 
personally  liable  for  the  indebtedness  thus  created.  He 
may  even  sign  checks  and  draw  out  the  entire  bank 
balance,  or  convert  other  assets  to  his  personal  use.  In 
a  corporation  no  expenditures  can  be  made,  or  indebted- 
ness assumed,  except  upon  authorization  of  the  direct- 
ors. The  men  who  handle  the  finances  are  so  hedged 
with  safeguards  that  theft  and  extravagance  is  prac- 
tically impossible — unless  there  is  collusion. 
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Perpetuity  of  Good  Will. 

Perpetuity  of  Good  Will  and  Franchise. — When  an 
individual  firm  or  partnership  builds  up  a  profitable 
business,  its  wreckage  or  further  profitable  continuance 
is  dependent  upon  the  whim  of  any  one  partner,  as  out- 
lined in  a  preceding  paragraph.  If  a  firm  thus  situated 
dissolves  or  retires,  from  any  cause,  the  value  of  its 
good  will  in  other  hands  is  problematical.  Its  tangible 
assets,  such  as  goods,  equipment,  etc.,  have,  of  course,  a 
market  value  of  some  sort,  but  who  can  say  that  Brown 
&  Smith,  the  possible  buyers  of  the  good  will,  can  make 
that  good  will  as  profitable  as  it  was  in  the  hands  of 
Jones  &  Thompson? 

The  good  will  of  a  corporation  is  a  known,  definite 
quantity,  reflected  in  the  market  value  of  its  shares.  It 
is  maintained  indefinitely,  regardless  of  what  changes 
there  may  be  in  stock  ownership. 

Influence  of  Corporations  Far-Reaching. 

The  influence  and  powers  of  corporations  to  transact 
business  is  far-reaching.  Those  of  individuals  and  part- 
nerships are  necessarily  limited.  Say  that  a  great  work, 
necessitating  the  use  of  large  capital  is  to  be  undertaken 
in  some  distant  country.  There  are  two  prominent  bid- 
ders, one  a  corporation,  the  other  an  individual  firm. 
All  the  essentials  being  equal,  which  bidder  is  most  hkely 
to  get  the  contract?  What  are  the  leading  questions 
which  the  party  letting  the  contract  will  have  in  mind? 
They  are : 

Which  party  can  give  the  best  assurance  of  being 
able  to  carry  the  work  to  completion?  The  corporation, 
of  course,  because  it  has  a  guaranteed  existence.     In 
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event  of  a  shortage  of  funds,  which  bidder  can  raise  the 
required  capital  the  most  readily?  The  corporation, 
because,  in  case  of  necessity,  it  can  go  into  the  market 
and  sell  its  bonds  or  preferred  stock.  Which  bidder 
can  furnish  the  largest  and  best  equipment  and  trans- 
port it  the  most  readily  to  the  scene  of  operation? 
Again  we  are  sure  to  have  an  answer  in  favor  of  the 
corporation.  That  there  are  exceptions  is  true,  but  the 
general  rule  is  in  favor  of  the  organized  venture. 

Important  Question  of  Responsibility. 

Back  of  all  this  is  the  important  matter  of  responsi- 
bility. Properly  organized  under  the  laws  of  a  State 
which  is  particular  in  its  requirements  and  exercises  a 
diligent  control  over  its  wards,  the  actual  responsibility 
of  a  corporation  toward  its  shareholders,  its  patrons,  and 
the  pubhc  in  general,  is  far  greater  than  that  of  indi- 
viduals. The  latter  can  be  reached  only  through  actions 
for  damages  as  individuals,  and  even  should  judgments 
be  obtained,  they  are  worthless  unless  property  upon 
which  levy  can  be  made  is  found. 

The  assets  of  a  corporation  are  always  within  sight. 
A  corporation  can  sue  and  be  sued  the  same  as  an  indi- 
vidual, and  beyond  this  is  the  certainty  that,  if  a  judg- 
ment be  obtained,  it  is  worth  something. 

That  there  are  abuses  in  corporations,  especially  those 
of  a  public  utility  or  quasi  public  utility  character,  is 
undeniable.  But  these  are  generally  in  the  line  of  still 
further  strengthening  the  corporations.  They  consist 
mainly  in  "watering"  of  stock  so  that  abnormally  large 
earnings  may  be  distributed  to  the  shareholders  in  the 
guise  of  small  dividends,  and  in  other  evasions  of  the 
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law  intended  to  bring  profit  to  the  shareholders.  The 
tendency  is  naturally  to  strengthen  the  corporation  fi- 
nancially and  thus  increase  its  responsibility. 

Incorporation  a  Valuable  Asset. 

Incorporation — virtually  a  franchise — once  legally 
granted  by  a  State,  becomes  a  valuable  property  right 
vested  in  the  members  of  the  corporation.  It  is  an 
asset  of  which  they  cannot  be  deprived  without  their 
consent  so  long  as  the  conditions  under  wliich  it  was 
granted  are  lived  up  to.  The  State  itself,  the  grantor  of 
the  franchise,  has  no  power  to  in  any  way  alter  or 
change  these  conditions  without  the  consent  of  the  mem- 
bers of  the  corporation.  Neither  can  a  bare  majority  of 
the  members  themselves  change  the  constitution,  or  in 
any  other  way  do  anything  to  jeopardize  the  franchise, 
except  with  the  consent  of  at  least  two-thirds  of  the 
members.  A  franchise  is  thus  a  contract  between  the 
State  and  the  corporation,  which  cannot  be  revoked,  or 
altered,  or  amended,  without  the  full  and  free  consent 
of  all  the  parties  interested.  Provided,  always,  that  the 
articles  of  incorporation  have  been  properly  drawn,  and 
that  the  corporation  is  carrying  out  its  announced  pur- 
poses honestly. 


"As  long  as  public  opinion  remained  unalterably 
opposed  to  combinations  between  public-servdce  corpo- 
rations it  was  almost,  if  not  quite,  impossible  to  devise 
or  enforce  any  system  of  control.  Legislation  was  con- 
fined, in  the  main,  to  strongly  worded  prohibitions  which 
were  evaded  with  ease  and  which  contributed  much  to 
foster  the  feeling  of  mutual  distrust  between  the  public 
and  the  corporations.  During  recent  years,  however, 
there  has  been  a  marked  movement  of  opinion  towards 
a  recognition  of  the  fact  that  in  this  class  of  industries 
free  competition  is  no  guarantor  either  of  cost  or  quality 
of  service,  and  that  the  possibilities  of  control  are 
strengthened  by  the  unity  of  management  which  accom- 
panies monopoly." — Professor  L.  S.  Rowe,  University 
of  Pennsylvania. 


CHAPTER  III. 

HOW  TO  OBTAIN  INCORPORATION. 

While  the  details  attendant  upon  the  procuring  of 
incorporation  papers  vary  somewhat  the  general  prin- 
ciple of  procedure  is  the  same  in  all  the  States.  In  Illi- 
nois the  first  step  is  to  send  to  the  Secretary  of  State 
and  obtain  the  necessary  blanks.  Among  these  will  be 
a  formal  appHcation  for  permission  to  incorporate.  This 
is  for  the  use  of  the  incorporators  preliminary  to  actual 
incorporation.    In  this  is  to  be  stated: 

The  name  of  the  company. 
Purposes  for  which  it  is  to  be  organized. 
Amount  of  capital  stock  and  how  divided. 
Principal  place  of  business. 
Term  of  corporate  existence. 

Names  of  incorporators.  (Some  States  require  the 
number  of  shares  subscribed  for  by  each  incorporator.) 

This  document  is  to  be  acknowledged  before  some 
competent  officer,  and  forwarded  to  the  Secretary  of 
State.  Following  this  notice  of  the  intention  to  incor- 
porate must  be  published  (generally  for  ten  days)  in 
some  newspaper  of  general  circulation,  and  proof  of 
this  publication,  made  under  oath,  is  also  sent  to  the 
Secretary  of  State.  In  this  notice  the  date  of  the  first 
meeting  for  the  purpose  of  organization  is  to  be  given, 
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When  "Dummies"  Are  Used. 

In  many  instances,  where  it  is  desirable  to  conceal  the 
identity  of  the  men  actually  interested  in  the  corpora- 
tion, the  application  for  license  to  incorporate  is  signed 
by  "dmnmies" — clerks  and  others  who  later  transfer 
their  supposed  interests  to  the  actual  promoters.  Some 
of  the  largest  corporations  in  the  country  have  been 
organized  in  this  way.  There  is  no  law  against  it  and  it 
frequently  serves  a  good  purpose. 

It  might,  for  instance,  jeopardize  the  successful  flota- 
tion of  an  enterprise  should  it  become  known  in  advance 
that  certain  individuals  were  the  prime  movers  in  it. 
Under  such  conditions  it  is  a  common  practice  to  have 
the  application  made  and  the  preliminary  papers  signed 
by  obscure  persons.  It  is  not  illegal  for  John  Smith, 
Thomas  Jones  and  Richard  Brown  to  organize  a  $1,- 
000,000  corporation  and  subscribe  for  all  the  capital 
stock,  even  if  they  have  no  intention  of  paying  for  it, 
and  could  not  raise  $25  between  them  if  they  desired  to. 

In  some  States  a  certain  amount  of  stock  must  be 
subscribed  for  before  incorporation,  but  in  few  is  actual 
payment  of  these  subscriptions  required  before  incor- 
poration. In  a  number  of  States,  however,  payment  of 
a  certain  percentage  of  the  capital  is  imperative  before 
business  can  be  started,  but  this  does  not  affect  incor- 
poration. 

Actual  Work  of  Organization. 
If  the  application  has  been  properly  filled  out  and 
filed,  the  Secretary  of  State  will  respond  with  a  'license 
to  incorporate."    When  this  is  received,  the  incorpora- 
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tors  hold  their  first  meeting.  At  this  meeting,  due  notice 
of  which  must  be  given  to  all  interested  parties,  the 
stockholders  take  charge  and  elect  a  board  of  directors, 
who  in  turn  elect  officers,  such  as  president,  secretary, 
treasurer,  manager,  etc.  The  by-laws  are  also  to  be 
read  and  approved,  the  meeting  having  authority  to 
make  such  changes  as  may  be  desired  before  incorpora- 
tion is  completed.  This  meeting  should  be  held  at  the 
principal  place  of  business  as  named  in  the  application, 
and  certainly  within  the  jurisdiction  of  the  State  in 
which  incorporation  is  had,  unless  this  point  is  expressly 
waived  by  statute,  which  is  the  case  in  a  few  States. 

Having  to  this  extent  perfected  the  organization,  the 
next  move  is  to  send  a  verified  copy  of  the  proceedings, 
on  the  blanks  furnished  for  that  purpose,  to  the  Secre- 
tary of  State,  accompanied  by  the  statutory  fees.  If 
these  papers  are  correctly  drawn  up,  and  the  law  has 
been  complied  with,  the  Secretary  of  State  will  proceed 
to  issue  the  actual  charter,  or  incorporation  certificate, 
authorizing  the  corporation  to  transact  business  witliin 
the  state. 

Besides  this,  the  law  in  many  States,  in  most  of  them 
in  fact,  requires  that  certified  copies  of  all  the  papers 
be  filed  with  the  clerk  of  the  county  in  which  the  princi- 
pal office  of  the  corporation  is  located. 

Procedure  in  Illinois  Simple. 

Illinois,  while  not  what  may  be  called  a  favorite  State 
with  corporations,  has,  perhaps,  as  simple  a  form  of 
procedure  as  is  possible  to  obtain.  This  will  be  made 
plain  by  a  glance  at  the  official  application  blank  as 
printed  in  this  chapter. 
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Form  of  Application  in  Illinois, 
saaz  OF  atraoB,       r  ttw—*-. 

I  -  Tlmtnty,    |  Sch  tiMWimnl  lllo«i»J 1.01 

To  JAMES  i  ROSE.  Secretary  of  State: 

We.  the  undersigned^ ■     ■  -  i,.^  ,      ,  .       i  ■ . . — — — 


propose  to  fonn  a  corporation  under  an  Act  of  the  General  Assembly  of  the  State  of  Illinois,  entitled,  "As  Act 
Concerning  Corporations,"  approved  April  18,- 1872,  and  all  acts  amendatory  thereof ;  and,  for  the  purpose  of  such 
organization  we  hereby  state  as  follows,  to-wit: 

1.    The  name  of  such  corporation  is „.-_,-—._.,.— ._ , -— ,-» 


2.    The  object  for  which  ft  is  formed  i 


3.    Tb   capital  stock  shall  be. 


4.    The  amount  of  each  share  is„ 


K    The  number  of  shares.. 


6.  The  location  of  the  principal  office  is  8"  in  the  County 

pt..- - „ , .  ^     ,_,.   ...^   ■    5it«tB  of  lUinais. 

7.  The  duration  qf  the  «irporatioa.diaU  be , years. 
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STATE  OF  ILLINOIS. 

Connty  ol , 

1^ 


a  Notary  PubKc  in  and  for  the  County  ond  State  aforesaid,  do  hereby  certify  that  on  the.. 
«Jay  ot-i ,     . —  A.  D.  19_:. — ,  personally  appeared  before  me-_ 


to  me  personally  known  to  be  the  same  persons  who  executed  the  foregoinE  statement,  ^d  severally  acinowledged 
that  they  executed  the  same  for  the  purposes  therein  set  forth. 

In  Witness  WaBRBOP.  I  have  hereunto  set  my  hand  and  seal  the  ^y  and  year  above  written. 


Notary  Public. 


In  Michigan,  on  the  other  hand,  the  method  is  much 
more  comphcated  and  involved.  In  IlHnois,  for  ex- 
ample, the  briefest,  simplest  method  of  application  is 
required.  It  follows  closely  the  common  law  as  laid 
down  by  Lord  Coke  in  1612,  and  calls  merely  for  a 
declaration  of  name  of  the  corporation,  purposes, 
amount  of  capital,  location  of  principal  office,  term  of 
existence  of  corporation,  names  of  incorporators. 

Michigan  requires  in  addition  to  these  items  state- 
ments of:  Amount  of  stock  subscribed  for;  amount 
actually  paid  in;  names  and  residence  of  stockholders 
and  number  of  shares  each  has  subscribed  for. 

Comparison  of  these  two  forms  will  give  a  clear  idea 
as  to  divergence  of  methods  in  force  in  two  of  the  lead- 
ing States  in  the  middle  West,  and  neighbor  States  at 
that. 
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Form  of  Application  in  Michigan. 

ARTICLES  OF  ASSOCIATION 


,  dtsirinc  to  become  incorporated  under  the  provisions  of  Act  No.  2J2,  of  the  Public  Acts  of  1903,  entitled 
"An  act  to  revise  and  consolidate  the  laws  providing  for  the  incorporation  of  manufacturing  and  mercantile  companies  or  any  union 
of  the  two.  and  for  the  incorporation  of  coropinies  tor  carrying  on  any  other  lawful  business,  except  such  as  are  precluded  <rom 
organization  under  this  act  by  its  express  provisions,  and  to  prescribe  the  powers  and  fix  the  duties  and  liabilities  of  such  corpora- 
tions," and  the  acts  amendatory  thereof  and  supplementary  thereto,  do  hereby  make,  execute  and  adopt  -the  following  articles  of 
assodition,  to-wit: 

ARTICLE  I. 
The  name  assumed  by  this  association,  and  by  which  it  shall  be  known  in  law,  is 


ARTICLE  II. 
The  purpose  or  purposes  of  this  corporation  i 


ARTICLE  III. 

The  principal  place at  which  operations  are  to  be  conducted  is  al- 
io the  county  of ■ State  of- 


ARTICLE  IV. 
The  capital  stock  of  the  corporation  hereby  organized  is  the  sum  of- 


ARTICLE  V. 

The  number  of  shares  into  which  the  apital  stock  b  divided  is of  the 

par  value  of -   -  dollars  each. 

ARTICLE  Vl. 

Tbe  amount  of  capital  stock  subsciibed  is  the  sum  of ■    ■■    ■ 

__ dollars. 

ARTICLE  VII. 

The  amount  of  said  stock  actually  paid  in  at  the  date  hereof  is  the  sum  of ■-'  — 

dollars,  of  which  amount — ■ 

doPlrs  has  been  paid  in  cash,  and — - --    -  dcdlan 

has  been  paid  in  other  property,  an  itemized  description  of  which,  with  the  valuation  at  which  each  item  b  taken,  is  as  follows,  viz: 
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ARTICLE  VIII. 
The  offia  In  the  Stitc  of  Midiipn  for  the  tniisictkin  of  businos  shalt  be  kepi  i 


/U«T1CL£  IX. 
lit  lorn  of  existence  of  this  corporation  is  fixed  »l 


ARTICLE  X 
The  nimes  of  the  stocliholden.  their  respective  residences  Ind  the  numher  of  sbnes  of  stock  subscribed  for  by  eicb 


follows. 

...« 

....„«. 

..«. 

.«.. 

(Continued  on  next  page.) 

End  of  Incorporators'  Duties. 

With  the  actual  organization  of  the  corporation,  all 
the  teclinicalities  having  been  complied  with,  the  incor- 
porators pass  out  of  existence  as  incorporators,  and  the 
duty  of  conducting  and  managing  the  corporation  and 
its  business  devolves  upon  the  stockholders,  directors, 
and  officers.  It  is  the  task  of  incorj^orators,  as  the  word 
implies,  merely  to  procure  the  incorporation  of  the  com- 
pany, and  to  pilot  it  through  the  preliminary  stages  of 
organization  up  to  the  point  at  which  a  legal  existence 
is  secured.  While  the  incorporators  are  in  sole  charge 
up  to  the  moment  this  legal  organization  is  effected, 
their  powers  are  limited  and  sharply  defined.  They  can 
do  nothing  outside  of  preparing  for  organization.  They 
cannot  incur  obhgations  in  the  name  of  the  corporation, 
nor  can  they  bind  it  in  any  way.  No  business  of  any 
kind  outside  of  the  actual  work  of  organization  can  be 
transacted  by  them. 

As  previously  explained,  these  incorporators  may  be 
bona  fide  stockholders,  or  merely  agents  or  "dummies," 
acting  for  those  who  are  to  furnish  the  capital.  In  this 
latter  event  there  must  be  an  assignment  or  transfer  of 
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Continuation  of  Michigan  Form. 


IN  WITNESS  WHEREOF,  Wt,  the  parties  hereby  aasodatjnt,  (or  the  purpose  of  ei»uix  tejal  effca  lo  thcst  articles,  hacunlB 
1  our  names,  thrs day  d___ A.  D.  19 


STATE  OF  MICHIGAN, 
County  of — 


Un.  and  lor  uJd  eounty.  persomlty  appeared  - 


known  to  me  lo  be  Oic  persons  named  in.  and  wtaoeioaited  IhefoacoiiK'instniBieBt,  and  severally  admovledKed  t 
the  same  freely  and  for  the  intents  and  purposes  therein  menboaed. 
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the  rights  and  interests  of  these  agents  to  the  real 
owners,  even  though  these  rights  and  interests  may  be 
purely  imaginary. 

Broad  Statement  of  Purposes. 

One  of  the  most  important  features  of  incorporation, 
so  far  as  the  protection  of  those  interested  is  concerned, 
is  a  complete  statement  of  the  purposes  of  organization. 
This  should  be  made  as  broad  as  possible,  and  cover 
every  hne  of  activity  in  which  the  corporation  may  wish 
to  engage.  It  is  vitally  important  that  this  statement 
should  be  plain  and  specific,  so  that,  in  event  of  litiga- 
tion, the  courts  Avill  have  no  difficulty  in  establishing 
the  rights  of  the  corporation  in  the  matter  of  what  it 
may,  or  may  not,  do  legally. 

It  is  no  uncommon  thing  to  have  the  charter  of  a  cor- 
poration, which  has  built  up  a  profitable  business,  suc- 
cessfully attacked  upon  the  ground  that  some  of  its 
business  acts  were  not  within  the  scope  of  its  corporate 
powers  as  defined  in  the  articles  of  incorporation — in 
other  words,  that  these  business  transactions  are  illegal, 
and  that  consequently  the  corporation  has  lost  its  right 
to  existence.  This  has  no  reference  to  attacks  made  on 
the  legahty  of  acts  done  within  the  stated  purposes,  but 
solely  to  ultra  vires — acts  transcending  the  powers 
granted  to  the  corporation. 

Where  a  question  of  this  nature  is  at  issue  it  is  the 
general  practice  of  the  courts  to  rule  against  the  cor- 
poration, even  though  the  line  of  demarcation  be  shght. 
It  will,  therefore,  readily  be  seen  that  the  only  safe 
plan  is  to  state  the  purposes  or  objects  of  the  corpora- 
tion fully,  plainly  and  specifically. 
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Certificate  of  Incorporation 

of  the 
WILSON  DRUG  COMPANY. 


We,  the  undersigned,  for  the  purpose  of  forming  a  corporation  under 
and  by  virtue  of  the  provisions  of  an  act  of  the  Legislature  of  the  State 
of  New  Jersey,  entitled  ''An  act  concerning  corporations  (Revision  of 
1896),"  and  the  several  supplements  thereto  and  acts  amendatory  thereof, 
do  hereby  severally  subscribe  for  and  agree  to  take  the  number  of  shares 
of  stock  of  the  said  corporation  hereinafter  placed  opposite  our  respective 
names,  and  do  further  certify  and  set  forth  as  follows: 
First — The  name  of  said  corporation  shall  be 

* '  Wilson  Drug  Company.  ' ' 
Second — The  location  of  its  principal  office  in  the  State  of  New  Jersey 
shall  be  at  N^o.  10  Broad  street,  Newark. 

The  name  of  the  agent  who  shall  be  therein  and  in  charge  thereof,  upon 
whom  process  against  this  corporation  may  be  served,  is  the  Corporation 
Trust  Company  of  New  Jersey. 

Third — The  objects  for  which  this  corporation  is  formed  are : 

(a)  To  manufacture,  prepare,  compound,  mix,  combine,  buy,  seU 
and  generally  deal  in  all  manner  of  chemicals,  chemical  products, 
drugs  and  pharmaceutical  compounds  and  preparations,  and  to  patent, 
register  or  otherwise  protect  the  same. 

(&)  To  obtain,  purchase  or  otherwise  acquire  formulae,  patents 
and  secret  processes  for  the  manufacture  and  preparation  of  chem- 
icals, drugs  and  the  compounds  and  preparations  thereof,  and  to 
operate  under,  sell,  assign,  grant  licenses  in  respect  of,  or  otherwise 
turn  the  same  to  account. 

(c)   To  enter  into,  carry  out  or  otherwise  turn  to  account  con- 
tracts of  every  kind;  to  have  and  maintain  offices  within  and  without 
the  State;  to  acquire,  hold,  mortgage,  lease  and  convey  or  otherwise 
use  or  dispose  of  real  and  personal  property  in  any  part  of  the  world, 
and  in  general  to  carry  on  such  operations  and  enterprises  and  to  do 
all  such  things  in  connection  therewith  as  may  be  permitted  by  the 
laws  of  New  Jersey  and  be  necessary  or  convenient  in  the  conduct 
of  the  Company 's  business. 
Fourth — The  total  authorized  stock  of  the  corporation  shall  be  one  hun- 
dred thousand  dollars  ($100,000),  divided  into  one  thousand  (1,000)  shares 
of  the  par  value  of  one  hundred  dollars   ($100)   each,  and  the  amount  of 
capital  stock  with  M-hich  said  corporation  will  begin  business  is  fifty  thou- 
sand dollars  ($50,000). 

Fifth — The  names  and  postoffice  addresses  of  the  incorporators  and  the 
number  of  shares  subscribed  for  by  each  are  as  follows: 

names.  addresses.  shares. 

Mary  Thomas,     10  Broad  Street,  Newark,  N.  J 100 

Chas.  B.  Wilson,  <'  <'  "     50 

Allen  Wilson,  < '  "  '  <     !!!!!.'.'!!     50 

Sixth. — The  period  of  existence  of  said  corporation  shaU  be  unlimited. 
In  Witness  Whereof,  we  have  hereunto  set  our  hands  and  seals 
this  5th  day  of  May,  A.  D.  nineteen  hundred  and  ten. 

Mary  Thomas.  [l.  s.] 

Chas.  B.  Wilson.       [l.  s.] 
Allen  Wilson.  [l.  s.] 

In  the  presence  of 

Prank  Wheeler.    Henry  W.  Black. 
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Oversight  by  State  No  Excuse. 

At  the  same  time  care  must  be  taken  to  make  sure 
that  the  purposes  as  thus  stated  are  such  as  are  per- 
missible under  the  statutes  of  the  State  in  which  incor- 
poration is  had.  While  it  is  probable  that  a  conscien- 
tious official  would  detect,  and  return  for  correction, 
articles  of  incorporation  setting  forth  purposes  contrary 
to  the  statutes,  it  is  not  improbable  that  such  defect 
might  be  overlooked  and  the  charter  granted.  Should 
this  occur,  it  could  not  be  pleaded  in  defense  of  a  cor- 
poration accused  of  doing  an  illegal  act ;  it  would  be  no 
bar  to  revocation  of  the  charter,  or  suits  for  damages 
against  the  directors  of  the  corporation. 

The  only  safety  lies  in  studying  closely  the  law  of 
the  State  in  which  incorporation  is  desired,  and  having 
the  stated  purposes  of  the  corporation  comply  strictly 
thereto.  No  general  rule  as  to  what  may,  or  may  not, 
be  stated  can  be  laid  down,  as  the  conditions  in  the 
various  States  are  widely  at  variance.  It  is  not  uncom- 
mon, for  instance,  for  a  State  to  allow  incorporation  of 
companies  to  construct  railwaj^s,  canals,  etc.,  under  a 
general  act.  This  might,  perhaps,  be  interpreted  as  also 
conveying  the  right  to  operate  the  same.  This,  how- 
ever, does  not  necessarily  follow,  as  in  some  States  spe- 
cial acts  govern  the  operation  of  such  works. 

Various  finds  of  Corporations. 

There  are  three  distinct  kinds  of  corporations — pub- 
lic, public  utility,  and  private.  These  are  again  divided 
into  two  classes,  the  corporation  sole,  and  the  corpora- 
tion aggregate. 
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Public  corporations  are  those  formed  for  the  purpose 
of  legahzing  the  acts  of  municipal  governments.  Thus, 
the  city  of  Chicago  is  a  public  corporation.  It  has  ex- 
istence as  a  municipality,  and  its  officials  perform  cer- 
tain acts  and  duties  by  virtue  of  authority  conferred  in 
the  act  of  incorporation  granted  by  the  State.  It  would 
be  possible  for  a  city  or  village  to  exist  without  incor- 
poration, but  there  would  be  no  binding  legal  force  to 
the  acts  of  its  officials.  They  might  borrow  money  for 
municipal  purposes,  but  the  borrowing  would  be  in  the 
nature  of  a  private,  personal  transaction.  Should  a  tax- 
payer attack  the  transaction,  the  municipality  could  not 
be  held  responsible  for  the  debt.  Bonds  could  not  be 
legally  issued,  nor  could  franchises  or  ordinances,  that 
would  stand  the  test  of  the  courts,  be  granted.  The  offi- 
cials of  an  unincorporated  city  or  village  act  solely  with- 
in their  personal,  individual  capacities. 

The  Public  Utility  Corporations. 

These  are  private  corporations,  formed  for  pecuniary 
profit,  to  transact  some  business  for  the  public,  such  as 
the  furnishing  of  transportation,  heat,  hght,  telephone 
service,  gas  or  water — something  that  is  essential  to  the 
comfort  and  well-being  of  the  community.  These  all 
derive  their  powers  from  the  State,  but  are  subject  to 
regulation  by  the  governing  bodies  of  the  cities  or  vil- 
lages in  which  they  operate.  As  a  matter  of  convenience 
they  are  generally  referred  to  as  public  service  or  public 
utility  corporations,  and  such  in  fact  they  really  are. 
They  are  frequently  spoken  of  as  quasi  public  corpora- 
tions, but  this  is  a  misnomer,  unless  the  municipality 
itself  be  interested  financially.  They  are  in  reahty  pri- 
vate corporations,  organized  to  perform  a  public  service. 
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Form  Used  in  West  Virginia. 
Agreement  for  Incorporation. 


%,    The  undersigned  agree  to  become  a  corporation  by  the  nam©  of  (0 


CI»    laMtectlnct  nuii.beiui«u>rh<nwoneDotlntu<-  by  another  corporaUon  tn  West  VIr«lnf». 

II.    The  Principal  Place  of  Business  of  said  Corporation  shall  be  located  at  (1)  No.. 


Its  chief  works   will  be  located  (3)  in 


-Street,  in  the  ci^-,  (2)  town,  village  of  . 


:  bavinf  street  numbers. 


.lu  Chief  Works  wlU  be  located  at  the  • 


».w   wi«o  lytntiun  ui  ^luei  >*ur»^.   II  ab  same  Place  (L.^  principal  piao«  Of  busloess  SOT, 
If  iherebenoChlef  Worlo,   ,ay.    uald  CcrporaUon  .IJlhave  DoCtief 'worla.-    ItChlef  Works  are  In  West  Tlnrt^^  ^Ive  nameof 
S^lTS^^r?S:?w.^^^m^XTm^:^]}„^J':^^^     in  case*  pt  on  well. gas  well  or  prospecting  Companies,  anj  other  Uke  v^vi- 
"9f  r«,  "fl?  i,""*',,,  P'    ,^",  be  shifting  and  In  casen  of  CompanJe>  that  will  have  Chief  Works,  or  works,  at  dlfferant  poinu  /•  liia  Sim,  »oy 

..  irl    •/ ".  i}/J2i?^„77rT";      olstrlcL  In—; — county.  State  of  West  Virginia,  and  elBowbere  In  said  State,"    If  Chief  Wortai 

J'!t'A.!^'X':*^h'^^Jt,l'^°l\L''^^f^S/.}Z^.:t'-^^^^^  m  which  .her  wm  be  lo>:ated.Tl,e    words    ■QuS 


'to'-S    '"'^'""^  shoBS.  factorlea,  mines,  manufacturing  plants,  or  any  bnUdlngorother  place  whore  raechanlcs,  artisans 

III    The  objects  and  purposes  for  which  this  Corporation  is  formed  are  as  follows:  (4> 

M)    IrnMsulBcJent  space  here  to  cuver  thi.  votnt  add  one  or  mor¥  sheeta  of  paper  of  rth  ./«■. 

IV.    The  amount  of  the  total  authorized  capital  stock  of  said'  corporation  shall  bo 


dollars,  which  shall  be  divided  into  _ 
of  the  par  value  of_ 


each;  of  which  authorized  capital  stock  the  amount  of.. 


-..dollars  has  been  subscribed,  and  the  amount  of.. 

dollars  has  been  paid.     (5) 

>    Mpereent.ofamouDtof  the  capital  stock  ..ktWivi/ must  be  paid  in  befomcharter  can  1 


VI.    This  corporation 


In  nfry    vean  form  Iti.  dale  ol    Ifila  csnlflcate 

,._,  .   ,  ,     -- . .. for  the  following   purposes;    Railroad,   canal. 

'^' tai'f ""''   ."?"--.'.'— !5^ —-?!-''■   •«''<=.^l"'"«l  and  Uiduslrial.   benevolent  aaaociatlons.  c     ' 


IMS  bbiik  wMi  Ike  words  "on  .         . 

«  fortned  (or  more  Chan  fifty  y^mrm,  e^cepl  ( 

noral.  literary.  scleolUlc.   agriculmrisl  end  I 

can  be  eatended  indef  iolt.l 

■-  .k-T'ti  i!telf'*"c  *°'  •?*!L'"^r%y  dealfwfcand  also  number  ol  sens  of  Und  desired  to  be  held  In  Weal  VIrviaU.  U  such  number 
»•  aoove  HMMi  acres.    »e.  sec  *.  c&ap.  M.  LXMei  aec  6,  cnsp.  I.  Corporarion  Lawa 

Oiven  under  our  haotb  thii — „____ — . — day  <rf— ■.... ^ — .— 
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CERTIFICATES. 


edsed  by  all  the  corpoimtors.  who  slsaed  it,  before  a  iustice,  notorr  or  judee.  and 
wbom  th«y  were  isuidc,  and  his  seal  alfixed  if  oot  in  West  Virsinia.  AcknowU 
■  "   osul  or  VIce-CODSul  ol  the  U.  S..  Charge  de  Affairs,  or  Court  hayinc  seal. 


-County  of_. 


in  aad  for  the  county  aod  State  aforesaid,  hereby  certify  that 

whose  names  are  signed  to  the  foregoins  agreement  bearing  date  on  the.„ day  of  .. 


..this  day  personally  appeared  before  me  in  my  said  county  and  severally  ac- 


knowledged their  signatures  to  the  same.     And  I  further  certify  that. . 


two  of  the  corporators  named  in  the  said  agreement  made  oath  before  me  that  the  amoun) 

therein  stated  to  have  been  paid  on  the  capital  has  been  In  good  faith  paid  in,  for  the  purpo.ses  and  busij 
nessof  the  intended  corporation,  without  any  intention  or  understanding  that  the  same  shall  be  withdraw! 
therefrom  before  the  expiration  or  disolution  of  this  corporation. 

Given  under  my   hand  and  official  seal  this.., ,..da.y  ot -.... — - -...190..,. 

(sgal) 
Stat«of , C!ounty  of.._ „ ,... ~ — to  wit: 


iii  and  for  the  county  and  State  aforesud,  do  hereby  certify  that ., — -.. 

anj , _ two  of  the  persons 

who  have  executed  the  foregoing   Agreement,  as  corporators  thereof,  .which   Agreement  is  dated  the 

day  of - -^ - t**'s  ^y  personally 

appeared  before  me  in  vay  said  county  and  made  oath  that  the  statement  made  in  said  agreement,  to  wit, 

that  "th&  principal  place  of  business  of  said  corporation  shall  be  located  at    ^^ — . 

^^ in  the  county  of. r. . and  State  of  West  Virginia,"  is 

true,  and  that  said  prineipal  place  of  business  and  chief  works  have  been  so  located  in  good  faith  and  notfor 
the  purpose  of  evading  any  law  of  the  State  of  West  Virginia,  iind  especially  not  for  the  purpose  of  avoid- 
ing the  E^ment  of  the  difference  b*ween  the  amount  of  the  annual  license-tax  on  the  charters  of  corpor- 
ations having  their  principal  place  of  business  and  chief  works  within.the  State  of  West  Virginia  and  those 
corpjirations  having  their  principal  place  of  business  or  chief  works  without  the  said  State;  and  tliat  said 
corporation  named  in  said  agreement  proposes  in  good  faith  to  carry  on  its  business  and  to  have  its  pnn- 
43{ial  place  of  business  and  its  chief  works  within  the  State  of  West  Virginia. 

ixiven  aader  my  hand  and  official  seal,  this ,___.„.„_  .day  ot ~~^. .^ — 

'(seal.) 


HOW   TO   OBTAIN    INCORPORATION.  51 

As  to  Private  Corporations. 
As  the  name  implies,  private  coi:porations  are  those 
formed  for  the  prosecution  of  some  private  business 
having  no  relation  to  public  utilities.  A  company  or- 
ganized and  incorporated  for  the  manufacture  and  sale 
of  furniture  is  a  strictly  private  corporation.  It  sup- 
plies no  stated  service  to  municipahty  or  State.  Its 
dealings  are  entirely  with  individuals  and  other  corpo- 
rations in  the  capacity  of  manufacturer  and  merchant. 
It  seeks  no  special  privileges  beyond  those  enjoyed  by 
other  manufacturers  and  merchants  in  a  similar  line. 

Corporations  Sole  and  Aggregate. 

A  corporation  sole  consists  of  one  person  who  has 
incorporated  himself  either  with  the  purpose  of  con- 
ducting business  as  an  incorporated  individual,  or  with 
some  one  definite  object,  such  as  ensuring  a  perpetual 
title  to  property.  In  business  the  corporation  sole  is 
a  rarity.  In  church  affairs  it  is  not  uncommon.  The 
Catholic  Archbishop  of  Chicago  is  a  corj^oration  sole. 
Title  to  the  church  property  in  the  archdiocese  is  held  in 
the  name  of  the  corporation  sole.  If  the  Archbishop 
dies  the  title  to  the  property  is  not  affected;  it  passes 
on  to  his  successor,  not  as  an  individual,  but  as  a  cor- 
poration. 

A  corporation  aggregate,  and  this  is  the  common 
form,  consists  of  a  pluraHty  of  members. 

Same  Rule  Applies  to  All. 
No  matter  what  the  nature  of  the  corporation  may  be 
the  one  rule  of  confining  its  operations  to  the  purposes 
declared  in  the  articles  of  incorporation  appHes  to  all. 
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In  tliis,  when  the  articles  are  drawn  by  inexperienced 
men,  may  be  found  the  greatest  source  of  trouble.  It 
should  be  remembered,  for  instance,  that  a  corporation 
chartered  "to  manufacture  wagons,"  may  find  it  diffi- 
cult to  sell  its  wares  should  anybody  elect  to  interfere. 
It  would  be  just  as  easy  to  have  the  articles  right,  by 
making  them  read,  "to  manufacture  and  sell  wagons." 
Neither  is  a  multiplicity  of  purposes,  involving  radi- 
cally different  lines  of  business  endeavor,  permissible 
in  one  charter.  A  corporation  which  seeks  incorpora- 
tion "to  manufacture  and  sell  wagons,  and  operate  a 
lead  mine,"  will  find  it  difficult,  if  not  impossible,  to 
obtain  incorporation  papers,  and  should  such  an  apph- 
cation  slip  by  the  authorities,  the  charter  thus  obtained 
would  be  worthless  should  anybody  contest  it.  Defects 
of  this  kind  may  be  remedied  by  filing  new  papers  prop- 
erly drawn,  but  this  causes  delay  and  expense. 

The  Cost  of  Incorporation. 

What  does  it  cost?  is  a  question  frequently  asked  by 
intending  incorporators.  This  may  best  be  answered 
by  a  statement  as  to  the  expenses  in  the  four  States  of 
New  Jersey,  New  York,  Maine  and  Delaware,  viz. : 

New  Jersey — For  a  capitalization  of  from  $1,000  to 
$100,000  the  combined  organization  fees  will  be  $35; 
for  $500,000  the  fees  amount  to  $110;  for  $1,000,000 
they  are  $210;  for  $5,000,000  they  are  $1,010,  and  for 
$10,000,000  they  come  to  $2,010. 

New  York — An  ascending  scale  ranging  from  $16 
for  the  first  $1,000,  up  to  $65  for  a  capitaHzation  of 
$100,000.     For  $500,000  the  fees  come  to  $265;  for 
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$1,000,000  they  are  $515;  for  $5,000,000,  $2,015;  for 
$10,000,000,  $5,015. 

Maine— For  from  $1,000  to  $10,000  the  fees  are  $27; 
for  $25,000  to  $500,000  they  are  $67;  for  $1,000,000, 
$117;  for  $5,000,000,  $517;  for  $10,000,000,  $1,017. 

Delaware— For  from  $1,000  to  $100,000  the  fees  are 
$25;  for  $500,000,  $65;  for  $1,000,000,  $115;  for  $5,- 
000,000,  $365;  for  $10,000,000,  $615. 

In  Arizona  the  fees  amount  to  $50  regardless  of  the 
amount  of  capitalization.  These  figures  include  the 
expenses  of  organization  only.  The  regular  taxes,  State 
franchise  tax  and  Federal  excise  tax  are  extra. 

Amount  of  Franchise  Tax. 

New  Jersey,  New  York,  Maine  and  Delaware  all 
collect  franchise  taxes  from  corporations.  The  average 
amount  of  this  tax  is  as  follows: 

NewJersey — One-tenth  of  1  per  cent  of  the  amount 
of  capitaHzation  up  to  $3,000,000;  one-twentieth  of  1 
per  cent  on  all  amounts  between  $3,000,000  and  $5,- 
000,000;  on  all  amounts  over  $5,000,000  the  tax  is  $50 
on  each  additional  $1,000,000.  The  annual  tax  on  $10,- 
000,000  would  be  $4,250. 

New  York— Beginning  with  $1.50  for  the  first 
$1,000,  the  franchise  tax  scales  up  to  $15,000  for  $10,- 
000,000.  For  $5,000,000  it  is  $7,500;  for  $1,000,000  it 
is  $1,500;  for  $500,000,  $750,  etc. 

Maine— From  $1,000  to  $50,000  the  franchise  tax  is 
$5;  on  $100,000  it  is  $10;  $500,000,  $50;  $1,000,000, 
$75;  $5,000,000,  $275;  $10,000,000,  $525. 

Delaware— From  $1,000  to  $25,000,  $5;  from  $50,- 
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000  to  $100,000,  $10;  on  $500,000,  $25;  $1,000,000, 
$50;  $5,000,000,  $150;  $10,000,000,  $275. 

In  Arizona  there  is  no  franchise  tax. 

'New  York  collects  this  tax  only  on  such  amount  of 
the  capital  stock  as  is  actually  employed  within  the 
State.  Unless  a  corporation  is  earning  six  percent  on 
its  stock  the  tax  is  remitted. 

What  a  Franchise  Tax  Is. 

Franchise  taxes  are  collected  by  many  of  the  States  as 
a  sort  of  premium  paid  for  the  privilege  of  transacting 
corporate  business.  In  all  the  States  regular  taxes  for 
the  support  of  the  Government  are  collected  on  corpo- 
ration property  the  same  as  on  the  property  of  indi- 
viduals. This  latter  tax  is  levied  on  the  personal  and 
real  property  of  the  corporations;  not  on  the  amount 
of  their  capitalization,  or  the  value  of  their  good  will. 
A  corporation  having  a  capitalization  of  $500,000  and 
owning  only  $50,000  worth  of  actual  property  would 
be  assessed  for  regular  taxes  on  $50,000  only.  In  the 
case  of  the  franchise  tax  assessment  is  made  on  the  full 
capitahzation. 


CHAPTER  IV. 
THE  FIELD  OF  PROMOTION. 

Within  recent  years — comparatively  speaking — there 
has  come  into  existence  a  class  of  middlemen  known  as 
promoters,  men  who  make  a  business  of  the  organization 
and  incorporation  of  stock  companies,  not  for  the  profit 
which  may  be  derived  fron-  their  operation,  but  for  the 
fees  obtained  from  the  preliminary  work.  They  have 
become  useful  and  legitimate  factors  in  what  has  grown 
to  be  a  large  and  important  industry,  and  their  serv- 
ices are  especially  valuable  in  cases  where  the  real  par- 
ties at  interest  are  not  acquainted  with  the  details  of 
procedure,  or  have  not  the  time  or  inclination  to  attend 
to  them. 

For  a  stated  consideration  these  men  attend  to  all 
the  preliminary  work  of  incorporation,  organize  the 
company,  put  it  in  working  order,  and  turn  it  over  to 
the  shareholders  ready  for  operation.  They  even,  at 
times,  supply  capital  for  promising  projects,  most  of 
them  being  in  touch  with  capitalists  who  are  hot  averse 
to  making  an  investment  on  terms  that  will  "let  them  in 
on  the  ground  floor."  They  really  "promote,"  as  well 
as  organize  the  corporation. 

In  Position  of  Trustee. 
The  real  relation  of  the  promoter  to  the  corporation 
is  that  of  trustee.    His  operations  are  almost  invariably 
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of  an  important  confidential  nature,  in  which  a  breach 
of  trust  would  be  disastrous  to  the  enterprise.  It  is  fre- 
quently necessary,  in  advance  of  incorporation,  to  ac- 
quire title  to  property.  This  is  one  of  the  duties  of  the 
promoter.  In  every  conceivable  way  he  acts  as  the 
agent  of  the  corporation  before  it  has  obtained  a  legal 
existence. 

In  doing  this,  the  promoter,  while  in  the  way  of 
making  big  profits,  assumes  an  equally  great,  if  not 
greater,  risk  of  loss.  Of  necessity  all  deals  must  be  made 
in  his  own  name  as  an  individual.  The  principal  he  is 
acting  for  is  not  yet  in  existence,  so  far  as  the  law 
is  concerned;  it  is  not  even  an  infant  for  which  a 
guardian  may  be  appointed;  it  has  not  been  born.  If 
anything  goes  wrong,  the  promoter  is  the  one  who  has 
to  stand  in  the  breach.  Some  States  recognize  this  con- 
tingency by  making  it  a  condition  in  the  act  of  incorpo- 
ration that  a  corporation  shall  be  responsible  for  ex- 
penses incurred  in  its  organization,  but  this  is  not 
general. 

Promoters  Act  As  Underwriters. 

Besides  assisting  in  the  actual  organization  of  a  cor- 
poration, promoters  are  often  employed  as  under- 
writers. For  a  consideration  they  guarantee  the  plac- 
ing of  the  stock  at  an  agreed-upon  valuation.  This  is 
frequently  done  in  the  formation  of  companies  for  which 
a  large  capital  is  required,  and  the  originators  can  fur- 
nish only  a  fraction  of  the  necessary  sum.  In  such  in- 
stances, the  promoter  contracts  to  market  the  shares — if 
the  project  be  an  inviting  one — at  a  stipulated  price. 
When  this  is  done,  acting  in  the  capacity  of  fiscal  agent, 
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he  invites  public  subscriptions  through  the  medium  of 
the  press,  and  in  other  ways  makes  the  pubHc  acquainted 
with  the  nature  and  prospective  profits  of  the  enterprise. 

This  proceeding  is  common  in  cases  where  the  greater 
part  of  the  capital  stock  of  a  corporation  is  to  be  in- 
vested in  an  invention,  or  a  mine,  or  some  other  property 
which  must  be  developed,  and  the  development  of  which 
will  cost  money. 

In  short,  it  is  not  only  within  the  duty  of  the  promoter 
to  assist  in  the  organization,  but  to  raise  the  capital 
which  may  be  required. 

Special  Field  for  Promoters. 

It  is  in  the  consolidation  of  corporations  that  there  is 
a  special  field  for  promotion.  In  cases  of  this  kind  the 
promoter  obtains  options  on  the  stock  and  property  of 
the  corporations  to  be  combined.  He  then  organizes  a. 
new  company,  with  as  few  interested  persons  as  pos- 
sible, and  the  smallest  allowable  amount  of  stock  sub- 
scribed for,  but  always  with  authority  to  increase  the 
amount  of  capital  as  may  be  desired.  When  the  or- 
ganization of  the  new  company  is  completed,  the  in- 
crease in  capital  is  voted,  and  the  stock  all  issued  to  the 
promoter.  His  next  move  is  to  have  conveyances  of 
the  stock  and  property  of  the  combining  companies 
made  to  the  new  corporation,  in  return  for  which  the 
old  companies  receive  their  proportionate  share  of  the 
new  stock.  Then  the  expenses  of  underwriting  the  new 
stock  are  liquidated,  and  the  stock  remaining  undis- 
posed of  goes  into  the  pocket  of  the  promoter.  If  it 
is  an  enterprise  promising  large  profits,  he  may  retain 
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this  stock,  but  in  most  instances  it  is  converted  into 
cash  on  the  strength  of  the  pubhcity  obtained  in  the 
underwriting. 

Temptation  to  Overinflation, 

This  is  a  lawful  method,  but  it  makes  easy  the  infla- 
tion of  stock  capital.  Thus  three  concerns  having  a 
capital  of  $1,000,000  each,  $3,000,000  in  all,  may  be 
consohdated  in  one  company  with  a  capital  of  $10,000,- 
000.  ( See  article  on  Control  of  Corporations,  by  Bird 
S.  Coler,  former  comptroller  of  New  York.)  In  this 
loophole  for  overcapitalization,  with  all  its  attendant 
evils,  is  the  only  real  weakness  of  the  promoting  system. 
To  it,  and  the  abuses  of  corporate  powers  in  other  direc- 
tions, may  be  traced  the  source  of  public  protest  against 
many  corporations,  particularly  those  engaged  in  the 
line  of  public  service. 

Remedies  for  Promotion  Evils. 

But  these  evils  are  not  directly  due  to  the  promotion 
system  itself;  they  arise  in  abuses  of  that  system.  This 
is  a  matter  which  may  be  readily  remedied  provided 
pubhc  officials  will  do  their  duty.  There  are  few  States 
in  which  the  attorney-general  cannot,  of  his  own  volition, 
or  on  complaint  of  some  affected  party,  obtain  redress 
by  indictment,  quo  warranto,  scire  facias,  mandamus, 
or  injunction  proceedings.  The  authority  and  the 
means  of  obtaining  relief  are  ample.  Where  an  actual 
abuse  is  tolerated  it  is  because  the  attorney-general  is 
lax  in  official  action,  or  the  public  sentiment  is  not  strong 
enough  to  spur  him  on  to  doing  his  duty. 
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Corporations  Liable  Criminally. 

A  corporation  (through  its  officers  and  directors)  can 
be  punished  for  doing  a  criminal  act  just  as  an  indi- 
\'idual  can.  Consequently  there  is  relief  by  indictment 
and  criminal  prosecution.  In  quo  warranto  proceed- 
ings, should  the  fact  of  ultra  vires  be  established,  the 
charter  of  the  offending  corporation  may  be  revoked. 
Proceedings  scire  facias  are  practically  of  the  same 
nature.  By  mandamus  a  corporation  may  be  compelled 
to  perform  some  act  which  under  its  charter  it  should 
do,  but  has  avoided  or  neglected  to  do.  An  injunction 
will  prohibit  the  commission  of  some  proposed  act,  either 
illegal  in  itself,  or  ult?'a  vires. 

The  Law  Recognizes  Promotion. 

Assuming,  in  the  absence  of  evidence  to  the  contrary, 
that  everything  is  to  be  conducted  in  a  straightforward, 
legitimate  manner,  the  act  of  promoting  a  corporation 
is  strictly  legal  and  well  within  the  purposes  of  the 
incorporation  laws  in  nearly  all  of  the  States.  The  ex- 
ceptions are  very  rare  and  of  minor  importance.  So 
^vell  is  this  principal  recognized  that,  in  the  eyes  of  the 
law,  all  men  who  assist  in  the  formation  of  a  corpora- 
tion, either  simply  as  incorporators  in  signing  the  pre- 
liminary papers,  or  in  obtaining  capital,  are  promoters, 
and  in  some  States  agreements  made  with  them  are 
legal  and  binding. 

Promotion  an  Essential  Factor. 

Under  the  general  law  an  ordinary  incorporator  is  a 
promoter,  because  he  assists  in  the  formation  and  devel- 
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opment — the  promotion — of  the  corporation.  But  with 
the  general  pubhc,  the  word  "promoter"  signifies  an 
individual  who  makes  a  business  of  merely  assisting  in 
the  organization  and  financing  of  a  corporation  without 
intention  of  remaining  actively  identified  with  its 
management. 

In  many  ways  the  professional  promoter  is  not  only 
useful,  but  necessary.  He  does  a  work  which  only  an 
expert  can  attend  to  properly.  Given  in  the  rough  a 
proposition  which  looks  inviting  as  an  investment,  the 
promoter  puts  it  into  marketable  shape ;  he  collects  the 
various  facts,  especially  those  as  to  prospective  profits, 
and  arranges  them  in  a  manner  to  command  the  atten- 
tion of  investors.  He  must  have  the  most  minute  de- 
tails as  to  cost  of  production,  expense  of  marketing, 
legality  of  the  corporation,  etc.  The  securing  of  all 
these  involves  an  outlay  of  time,  skill  and  mone3^  It 
must  be  done  in  a  thorough,  business-like,  authentic 
manner. 

Promoter  Must  Be  Upright. 

In  order  to  command  the  confidence  and  attention  of 
investors  and  thus  make  his  services  of  value  to  himself, 
as  well  as  to  the  corporations  which  employ  him,  the 
promoter  must  be  honest  and  upright  in  his  dealings. 
He  must  give  full  value  for  what  he  receives.  His  price 
may  seemingly  be  a  big  one — it  almost  invariably  is — 
but  when  judged  by  the  results  attained  the  price  is 
really  moderate.  To  use  a  slang  phrase,  the  modern 
promoter  "delivers  the  goods."  He  is  compelled  to  do 
so,  or  he  would  not  last. 

In  the  present  day  business  world  the  flotation  of 
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a  big  corporation,  unguided  by  an  experienced,  honest 
promoter,  would  be  slow  and  uncertain,  no  matter  how 
meritorious  the  proposition  might  be.  The  larger  the 
project  the  more  necessary  the  services  of  the  promoter 
become. 

Fees  Are  Always  Contingent. 

No  matter  how  large  the  fee  of  a  promoter  may  be, 
he  earns  the  money,  because  the  agreements  are  always 
made  on  the  basis  of  "no  deal,  no  money."  If  he  suc- 
ceeds in  organizing  and  financing  the  deal  he  gets  a 
large  pecuniary  reward  in  stock;  if  he  fails  he  gets 
nothing. 

There  are  instances  in  which  promoters  have  ex- 
pended fully  $50,000  of  their  own  funds,  and  then  been 
compelled  to  abandon  the  project  they  had  in  hand 
because  of  some  untoward,  unforeseen  happening.  The 
assassination  of  President  McKinley  relegated  to  ob- 
scurity, temporarily,  at  least,  a  number  of  big  enter- 
prises on  which  promoters  had  expended  large  sums  of 
money  and  which  were  in  a  fair  way  of  fruition.  This 
was  not  because  of  the  murder  itself,  but  rather,  that  the 
act  unsettled  business  affairs,  made  investors  timid  as 
to  the  future,  and  unwilling  to  embark  in  new  enter- 
prises. Rumors  of  war,  unfavorable  crop  weather,  a 
dechne  in  the  market  for  securities,  the  sudden  death  of 
some  prominent  capitalist,  are  all  factors  with  which 
the  promoter  has  to  contend. 

How  the  Promoters  Are  Paid. 

In  nearly  all  the  States  the  act  of  incorporation  con- 
tains a  clause  providing  that  stock  may  be  issued  in 
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return  "for  cash,  services  (or  labor)  or  property."  In 
this  is  found  authority  for  the  voting  of  stock  to  pro- 
moters in  payment  for  services.  It  is  seldom  that  a 
real  promoter  can  be  induced  to  accept  a  fee  in  cash. 
His  services  are  largely  in  the  nature  of  a  gambling 
transaction,  and  he  argues  that  while  he  is  gambling,  he 
might  as  well  play  for  a  large  stake  as  a  small  one.  Be- 
sides, it  is  better  for  the  corporation.  It  is  easier  and 
more  convenient  for  most  corporations  to  part  with 
$100,000  in  stock  which  has  cost  them  nothing  than  it 
is  to  pay  out  $10,00^^  in  cash. 

This  naturallj^  creates  a  tendency  to  overcapitalize, 
in  order  that  there  may  be  stock  enough  to  meet  the  ex- 
penses of  promotion,  and  at  the  same  time  furnish  an 
ample  working  capital. 

Promotion  of  Union  Pacific  Railway. 

George  Francis  Train,  a  brilliant  but  erratic  genius, 
was  the  first  man  to  apply  the  principle  of  promotion 
on  a  large  scale  in  this  country.  This  he  did  by  organ- 
izing the  Credit  Mobilier,  the  corporation  which  financed 
the  construction  of  the  Union  Pacific  Railroad.  It  is 
doubtful,  even  with  the  Government  aid  extended,  if 
the  road  could  have  been  built  without  the  promotion 
work  done  by  Train  and  his  associates. 

This  Government  aid  was  extended  in  the  form  of 
bonds,  to  the  amount  of  $16,000,  $32,000  and  $64,000 
per  mile,  according  to  the  nature  of  the  country  in 
wliich  the  road  was  to  be  constructed.  The  bonds,  how- 
ever, were  deliverable  to  the  railroad  company  only 
as  each  section  of  the  road  was  completed.    Contractors 
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wanted  their  pay  as  they  went  along,  but  the  company 
had  httle  funds  and  was  unable  to  meet  the  constructioii 
expenses. 

What  Train  Did. 

Train's  Credit  MobiHer  advanced  funds  for  the  con- 
struction of  a  section,  on  the  completion  of  which  the 
government  turned  over  the  agreed-upon  amount  of 
bonds  to  the  company.  These  bonds  were  delivered  to 
the  Credit  Mobilier,  which  sold  them,  and  pocketed  the 
profits.  In  this  manner  Train  and  his  associates  made 
an  enormous  profit,  but  the  road  was  built,  and  built  at 
a  time  when  it  would  have  been  difficult,  if  not  impos- 
sible, to  have  financed  it  in  any  other  way. 

It  was  this  operation  which  led  to  a  grave  scandal 
which  was  made  the  subject  of  a  Congressional  investi- 
gation in  later  years.  It  was  charged  that  the  Credit 
MobiHer,  on  the  hunt  for  the  large  profits  of  promo- 
tion, was  the  prime  mover  in  securing  Government  aid 
for  the  road,  and  had  bribed  members  of  Congress  with 
large  blocks  of  stock  to  vote  for  the  subsidy. 

In  the  investigation  the  characters  of  many  prominent 
men,  including  the  then  vice-president  of  the  United 
States,  were  smirched,  but  nobody  was  ever  punished. 


"After  a  long  and  uninterrupted  period  of  reckless 
franchise  grants,  we  have  suddenly  awakened  to  the 
inconveniences  of  the  situation.  The  increasing  burden 
of  local  taxation  has  turned  attention  to  the  value  of 
these  franchises,  and  has  given  rise  to  a  very  definite 
demand  that  they  be  made  a  more  important  factor  in 
the  income  account  of  the  municipality." — Professor 
L.  S.  Rowe,  University  of  Pennsylvania, 


CHAPTER  V. 

DUTIES  OF  DIRECTORS  AND  OFFICERS. 

At  their  first  meeting  following  the  completion  of 
incorporation,  as  described  in  Chapter  III,  the  stock- 
holders elect  a  board  of  directors  and  approve  the  char- 
ter and  by-laws.  The  directors  in  turn  select  the  man- 
aging officials.  From  then  on  the  active  management 
of  the  corporation's  affairs  is  in  the  hands  of  these  offi- 
cials, subject  to  advice  and  instructions  from  the  direct- 
ors. It  is  customary,  where  the  financial  interests  of  the 
individuals  will  permit  of  it,  to  make  all  the  principal 
officials,  such  as  president,  vice-president,  treasurer, 
secretary,  etc.,  members  of  the  board  of  directors,  thus 
minimizing  the  chances  of  friction  between  the  officials 
and  the  board.  It  may  be  said  that  this  is  the  universal 
practice,  as  the  men  whose  share  holdings  are  large 
enough  to  warrant  their  election  to  responsible  official 
positions  are,  by  the  same  financial  interest,  entitled  to 
places  on  the  board  of  directors. 

Meetings  of  the  Directors. 

It  is  customary  to  state  in  the  by-laws  where  and  when 
meetings  of  the  directors  shall  be  held.  There  is  no 
general  statutory  provision  as  to  the  frequency  of  such 
meetings.  In  large  corporations,  where  there  is  a  great 
amount  of  detail  to  be  looked  after,  the  rule  is  to  meet 
at  least  once  a  month.  In  smaller  corporations,  in  which 
the  duties  of  the  board  are  mainly  perfunctory,  the 
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directors  will  meet  quarterly.  At  every  meeting,  ad- 
jourmnent  should  be  taken  sine  die  (without  day),  or 
to  some  stated  time.  If  the  former  course  is  adopted, 
the  next  meeting  will  be  held  at  the  time  named  in  the 
by-laws;  if  adjournment  to  some  stated  time  is  taken, 
the  next  meeting  is  a  continuation  of  the  one  at  which 
such  adjournment  was  taken.  It  is,  legally  speaking, 
the  same  meeting.  In  case  of  failure  to  hold  an  ad- 
journed meeting  at  the  time  and  place  designated  the 
meeting  lapses,  and  cannot  be  legally  held  at  any  other 
time  or  place.  The  only  remedy  is  to  call  a  special 
meeting  in  the  appointed  manner,  or  wait  until  the  next 
regular  meeting. 

In  case  of  emergency,  where  prompt  action  is  desired, 
special  meetings  may  be  called  by  the  chairman  of  the 
board,  either  of  his  own  volition,  request  by  a  majority 
of  the  directors,  or  by  petition  of  the  shareholders. 

Duties  of  the  Directors. 

It  is  a  broad,  well-estabhshed  principle  that  direct- 
ors are  limited  in  their  official  actions  strictly  to  the 
duties  and  powers  enumerated  in  the  by-laws.  The 
extent  of  these  powers  varies  according  to  the  incorpo- 
ration acts  of  the  States.  In  New  Jersey,  for  instance, 
it  is  possible  for  the  stockholders,  through  their  by-laws, 
to  give  directors  more  latitude  in  their  action  than  is 
granted  in  other  States. 

As  a  general  proposition  the  duties  of  directors  are 
purely  administrative.  They  are  to  administer,  to  carry 
into  effect,  the  rules  of  the  corporation  as  laid  down  in 
the  by-laws,  which  have  been  prepared  and  adopted  by 
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the  stockholders.  To  this  extent,  and  this  only,  they 
are  the  agents,  the  representatives  of  the  stockholders. 
Directors  can  not  legally  originate  and  put  into  effect 
anything  not  provided  for  in  the  by-laws  except  with 
the  express  consent  and  approval  of  the  stookholders. 
They  may  suggest  or  recommend,  for  instance,  an  in- 
crease or  a  diminislmient  of  capital,  the  purchase  or 
consolidation  of  some  other  corporation,  etc.,  but  before 
such  action  becomes  effective,  it  must  be  acted  upon  by 
the  stockholders. 

Qualifications  of  Directors. 

Some  States — many  of  them — insist  that  a  majority 
of  the  board  of  directors  shall  be  residents  of  the  State 
in  which  incorporation  is  procured;  others  require  only 
one  or  two  resident  directors,  while  in  others  there  are 
no  residential  requirements. 

Under  the  common  law  it  is  contemplated  that  all 
directors  shall  be  stockholders  in  the  corporation  they 
represent.  Some  of  the  States  require  this  qualification 
by  statute,  others  do  not.  As  no  specific  amount  of 
holding  is  named,  however,  as  a  requisite  of  director- 
ship, it  is  a  common  practice  to  comply  with  the  law  by 
presenting  the  persons  nominated  for  directors  with  one 
or  more  shares.  This  is  done  in  cases  where,  for  business 
or  other  reasons,  "dummy"  directors  are  considered 
essential.  Such  presents  of  stock  are  made  under  the 
incorporation  clause  permitting  stock  to  be  paid  for  in 
services.    Directors  of  this  kind  are  legally  qualified. 

Voting  Power  of  Directors. 
Directors  vote  as  individuals  charged  with  the  busi- 
ness management  of  the  corporation,  and  hence  in  such 
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capacity  have  only  one  vote  each.  This  is  in  contradis- 
tinction to  the  voting  power  of  stockholders  who,  as 
owners  of  the  corporation  and  its  property,  have  as 
many  votes  as  they  have  shares.  A  stockholder  being 
the  primary  power,  the  actual  owner,  may  delegate  his 
right  to  vote,  in  the  form  of  a  proxy,  to  a  second  party, 
who  may  have  no  financial  interest  in  the  corporation. 
This  a  director  cannot  do.  Being  merely  an  agent,  he 
cannot  delegate  his  powers  as  such  agent  to  a  substitute. 
He  must  vote  himself,  or  decline  to  vote. 

Personal  Liability  of  Directors. 

Originally  little  responsibility,  aside  from  that  in- 
curred toward  the  stockholders,  attached  to  the  position 
of  director.  Now  the  tendency  in  most  States  is  to 
make  the  directors  responsible  to  the  pubHc  for  the 
proper  carrying  out  of  their  official  duties.  The  incor- 
poration law  of  Iowa  is  particularly  strict  in  this  respect. 
It  provides  for  punishment  by  fine  or  imprisonment,  or 
both,  of  directors  m4io  deceive  the  public  as  to  the  assets 
and  habilities  of  their  corporations,  who  declare  unlaw- 
ful dividends,  violate  the  by-laws,  or  in  any  manner 
impair  the  capital  of  the  corporation.  It  is  a  general 
provision,  extending  to  nearly  all  the  States,  that  direct- 
ors shall  be  personally  responsible  for  any  damages  re- 
sulting from  official  misconduct,  and  that  such  damages 
may  be  collected  by  suits  at  law. 

This  defining  of  responsibility  and  the  attaching  of 
punishment  for  violations  was  made  necessary  by  many 
flagrant  abuses  of  the  powers  of  directorship  in  some 
modern  corporations.  These  violations  were  especially 
flagrant  in  the  cases  of  "dummy"  directors,  who  had 
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nothing  at  issue  themselves  and  were  ready  and  wilhng 
to  do  the  bidding  of  those  whom  they  served.  By  mak- 
ing directors  responsible  to  the  public  as  well  as  to  the 
shareholders  whom  they  represent,  much  has  been 
accomplished  in  the  way  of  safeguarding  and  popular- 
izing the  modern  corporation. 

Position  One  of  Trust. 

To  all  practical  purposes  a  director  occupies  a  posi- 
tion closely  akin  to  that  of  an  executor  of  an  estate, 
or  the  guardian  of  an  heir  to  valuable  property,  as  the 
office  is  one  of  implicit  trust  and  confidence.  It  is  not 
only  disgraceful,  but  illegal,  for  a  director  to  be  con- 
cerned or  interested  in  any  project  by  which  he  may 
enrich  himself  at  the  expense  of  the  corporation.  His 
individual  benefits  are  supposed  to  be  lost  sight  of,  and 
those  of  the  corporation  only  kept  in  view. 

If  a  director  acquiesces,  even  by  silence,  in  the  issu- 
ance of  stock  as  fully  paid  when  such  comj)ensation  as 
may  have  been  received  is  inadequate,  he  is  held  respon- 
sible to  the  stockholders  and  others  who  may  suffer  loss 
thereby.  If  he  deliberately  mismanages  in  any  way  the 
affairs  of  the  corporation  for  the  profit  of  himself  or 
his  confederates,  he  is  also  hable.  Particularly  does 
this  apply  to  the  declaration  of  unearned  dividends,  a 
trick  which,  previous  to  the  enactment  of  the  present 
drastic  laws,  was  frequently  employed  to  affect  the  stock 
market. 

The  making  of  loans  to  favorite  stockholders  out  of 
corporate  funds  is  also  largely  a  thing  of  the  past,  thanks 
to  the  legislation  which  makes  the  assenting  directors 
responsible. 
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Duties  of  Gensral  Officers. 

At  the  head  of  the  general  staff  is  the  president,  whose 
powers  are  supervisory  as  well  as  executive.  He  is  the 
general  director  of  the  enterprise,  his  powers  being  ex- 
pressly conferred  and  defined  in  the  by-laws.  In  all 
ordinary  matters,  not  otherwise  provided  for,  his  action 
is  binding  upon  the  corporation.  It  is  part  of  his  duties 
to  make  accurate  and  complete  reports,  showing  the 
actual  condition  of  the  corporation's  affairs.  In  many 
instances  he  is  empowered  to  countersign  checks, 
endorse  negotiable  paper  and  checks,  and  to  sign  the 
certificates  of  stock. 

Vice-President.  The  main  duty  of  this  official  is  to 
act  for  the  president  in  case  of  the  latter's  absence,  dis- 
ability, or  declination  to  serve.  In  such  instances  he  has 
all  the  powers  of  the  president.  In  many  large  cor- 
porations, notably  the  United  States  Steel  Corporation, 
there  are  a  number  of  vice-presidents,  each  having  exec- 
utive control  over  some  department  of  the  business. 

Secretary.  As  the  title  implies,  the  duties  of  this 
official  are  purely  clerical.  He  keeps  the  records,  etc., 
and  is  usually  the  custodian  of  the  official  seal.  As  a 
general  thing  his  signature  on  stock  certificates  and  simi- 
lar papers  is  required. 

Treasurer  Should  Give  Bond. 

Treasurer.  The  treasurer  has  charge  of  all  the 
moneys  and  securities  of  the  corporation.  There  may, 
and  should  be,  safeguards  in  their  handling,  such  as 
countersignatures,  etc.,  but  despite  these,  the  actual 
custody  of  the  cash — or  its  equivalent — is  in  the  keeping 
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of  the  treasurer.  For  this  reason,  no  matter  how  re- 
sponsible and  honest  he  may  be,  he  should  be  under 
bond  for  the  faithful  performance  of  his  duty.  In  no 
other  way  can  the  stockholders  be  assured  against  pos- 
sible loss.  The  treasurer  usually  has  power  to  endorse 
checks  and  negotiable  paper  for  collection  and  deposit. 
The  bookkeeping  is  done  under  his  direction. 

Auditor.  While  the  president,  vice-presidents,  secre- 
tary and  treasurer  are  elective  officers,  chosen  by  vote  of 
the  board  of  directors,  the  auditor,  general  manager  and 
counsel  are  appointed,  generally  by  the  president  with 
the  approval  of  the  directors.  It  is  the  duty  of  the 
auditor,  who  of  necessity  must  be  an  expert  accountant, 
to  see  that  the  corporation's  accounts,  especially  the 
financial  part,  are  correctly  kept.  He  does  not  keep 
these  accounts.  His  duties  are  purely  supervisory — he 
makes  sure  that  the  work  is  properly  done,  and  that  the 
books  and  records  are  reliable. 

Duties  of  the  General  Manager. 

General  Manager.  While  this  official  ordinarily  has 
no  voice  in,  or  connection  with,  the  corporate  functions 
of  the  organization,  he  is  nevertheless  one  of  its  most 
important  officials.  It  is  his  duty  to  direct  the  practical 
operation  of  the  corporation,  the  manufacture  and  mar- 
keting of  its  product,  etc.  Thus,  in  the  case  of  a  corpo- 
ration engaged  say  in  making  pianos,  it  will  be  the  duty 
of  the  general  manager  to  see  that  the  factory  is  ope- 
rated properly,  that  the  wares  are  well  and  economically 
made,  and  that  they  are  properly  placed  on  the  market. 
As  the  president  is  the  general  executive  officer  of  a 
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corporation,  including  its  financial  as  well  as  its  opera- 
tive control,  so  the  general  manager  is  the  executive 
of  what  may  be  called  the  business  department.  In 
many  instances,  and  especially  where  the  president  is 
a  practical  man,  experienced  in  the  production  and 
handling  of  the  articles  in  which  the  corporation  is  inter- 
ested, the  two  offices  are  combined.  Where  the  presi- 
dent is  not  a  practical  man,  it  would  not  be  good  busi- 
ness sense  to  charge  him  with  the  operation  of  a  business 
in  which  he  is  not  skilled. 

The  Matter  of  Salaries. 

All  the  general  elective  officers  of  a  corporation,  and 
particularly  when  they  are  compelled  to  give  a  good 
share  of  their  time  to  its  affairs,  are  usually  the  recip- 
ients of  salaries.  The  amount  of  these  salaries  is  a  mat- 
ter of  agreement  between  the  officers  and  the  directors. 
Frequently  the  salaries  are  nominal.  This  is  mainly 
the  case  when  the  officials  are  virtually  the  sole  stock- 
holders. Then  again,  salaries  are  based  upon  the  im- 
portance of  the  duties  performed,  and  the  abihty  of  the 
officials  to  render  value  received  in  the  way  of  services. 

Unless  an  agreement  as  to  amount  of  salary  is  made 
in  advance  with  the  board  of  directors,  and  the  by-laws 
expressly  sanction  the  payment  of  such  salary,  an  offi- 
cial has  no  claim  on  the  corporation,  and  any  effort  on 
his  part  to  set  up  such  a  claim  will  be  denied  by  the 
courts. 

Payment  of  Exorbitant  Salaries. 

It  is  not  unusual  in  close  corporations,  where  the  offi- 
cers own  all  the  stock,  to  conceal  the  earnings  by  the 
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payment  of  such  salaries  to  these  officials  as  will  prac- 
tically wipe  out  all  the  profit.  So  far  as  relations  toward 
the  corporation  are  concerned,  there  is  nothing  objec- 
tionable in  this.  The  evil  is  in  the  opportunity  which 
it  offers  for  an  evasion  of  the  payment  of  taxes. 

Where  the  by-laws  have  been  cunningly  drawn  with 
the  intention  of  defrauding  minority  stockholders  who 
are  careless  in  their  reading  of  them,  it  is  not  uncommon 
for  a  large  share  of  the  profits  to  be  wrongfully  diverted 
and  confiscated  by  the  payment  of  exorbitant  salaries 
to  those  in  control.  When  such  condition  exists  the  only 
remedy  is  in  a  revision  of  the  by-laws  expressly  stating 
the  amount  of  salaries  to  be  paid. 

These  comments  apply  only  to  the  elective  officers 
provided  for  in  the  by-laws.  The  appointive  officers 
necessary  in  the  transaction  of  corporate  business  draw 
stated  salaries  measured  by  the  value  of  the  services 
rendered. 

Fees  for  Directors'  Services. 

In  most  corporations,  especialty  those  known  as 
"close"  corporations,  and  those  of  a  general  business 
nature,  directors  serve  without  pay.  This  is  because 
the  directors,  as  a  rule,  are  general  officers  who  are 
already  drawing  salaries  for  their  services,  and  those 
who  are  not  have  financial  interest  enough  to  warrant 
them  in  devoting  their  time  to  looking  after  this  interest. 

JMost  of  the  large  corporations,  however,  such  as  rail- 
ways, telegraph  and  insurance  companies,  banks,  etc., 
allow  their  directors  a  fee  of  $10  for  each  meeting 
attended.  This  is  because  the  business  is  important  and 
the  regular  attendance  of  directors  necessary,  and  also, 
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because  it  has  now  come  to  be  a  well-recognized  princi- 
ple that  directors  are  responsible  literally  for  the  accu- 
racy of  the  business  they  pass  upon,  and  payment  for 
their  services  in  this  respect  chnches  this  responsibility. 
While  $10  is  seemingly  a  small  fee  for  the  services  of 
a  wealthy  man,  still,  in  the  case  of  one  who  is  interested 
in  many  lines  it  forms  no  inconsiderable  part  of  his 
income.  The  late  Russell  Sage  was  a  director  in  some 
250  corporations,  and  never  neglected  to  draw  his  $10 
fee  for  attendance  at  each  meeting.  Allowing  that  each 
corporation  held  a  directors'  meeting  once  a  month, 
which  is  not  uncommon  with  large  corporations,  the 
thrifty  Mr.  Sage  took  in  $30,000  a  year  from  this  source 
alone. 

Advantages  of  Being  a  Director. 
To  men  of  speculative  tendency  there  is  a  marked 
advantage  in  holding  the  position  of  director  in  a  large 
corporation,  the  securities  of  which  are  traded  in  on  the 
stock  market.  Aside  from  the  auditor  and  president, 
the  directors  are  the  first  to  come  into  possession  of 
rehable  facts  concerning  the  finances  and  prospects  of 
the  corporation.  It  is  the  directors  who  declare  the 
dividends,  increasing  or  reducing,  or  allowing  them  to 
remain  unchanged  as  the  conditions  may  warrant.  They 
are  thus  in  position  to  take  advantage  of  the  market.  If 
the  stock  is  low,  and  the  auditor's  report  makes  an 
increase  in  dividends  permissible,  they  buy  the  stock 
before  the  public  announcement  is  made.  Should  a 
reduction  in  dividends  be  considered  necessary,  they  sell 
short.  Such  tactics  are  considered  reprehensible,  but 
there  are  many  men  who  employ  them. 
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Form  for  Making  Annual  Report 


(Name  of  Corporation). 


(Postoffice   Address).. 


(Street  and  No.) . . ^.^ 

Frederick  C.  IWartindale, 

Secretary  of  State. 

Sir:— In  accordance  with  Section  twelve  of  Act  No.  2J2,  Public  Acts  ofi|190J.  u  imended,  the 

undersigned  Directors  of  the Company. 

respectfully  submit  the  following  report  of  its  condition  on  the day  of.. 19 

«.    The  chiracter  of  the  business  in  which  the  corporation  bu  been  enEiced  durins  the  yeir  is-      .    .  — 


2.    The  plice  or  places  at  which  the  operations  of  said  company  have  been  conducted: 


3.  The  amount  of  authorized  capital  stock:  »•»••' 

(Preferred.  J - 

t  Commoa,  I- 

4.  The  amount  of  capital  stock  subscribed:  -  •  .  .         ^ 

(Prefen»d.J- 


S.    The  amount  of  capital  stock  actually  paid  ia  la  caSlh    •'  •  •     v 

(  Preferred, } 

iCotnmoa,} 
Preferred  S 

t.    The  value,  as  near  as  may  be  estimated  of  all  property  owned  by  the  corporation,  itemized  as  follows: 

a.  Real  estate  used  in  its  business  •  -         .  $ 

b.  Real  estate  not  used  in  its  business  •  •  -  ) 

c.  Goods,  chattels,  merchandise,  material  and  other 

tangible  property    -  •  .  .  •  i 

d.  Cash  on  hand  (indudinj  depoats  in  banks)  •  •  i 

».    Patent -rithts,  copy-rijhts,  trade-naits  and  formulas  •         -  $ 

f.    Good  wfll  ....  $ 

f.    Value  of  credits  owinc  to  the  corporatioa         •  •        S — . 

Ji.    All  other  property  (speafy  kinds) 


Total  of  abote  items 
^8.    The  amount  of  all  debts  owinj  by  the  corporation  itemized  as  follows: 

a.  Liability  on  real  estate  mort£aje  -  »  -     t- 

b.  Liability  on  chattel  mortjaje  •  •  •  $1 
c  Liability  on  all  other  secured  indebtedness  -  *  t- 
d.    Liability  on  all  unsecured  indebtedness           •           •  t- 

Total  of  above  item!  • 
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(Continuation  of  Annual  Report.) 

GIVE   HERE   DATE  OF  ORIGINAL   INCORPORATION: ..-l^ 


GIVE  HERE  DATE  OF  REINCORPORATION  (IF  ANY): 

NAMES  OF  OFFICERS  AND  DIRECTORS.  POSTOFFICE  ADDRESSES. 

-- President.  w___ . . 

. Vice-Pres.  - 

. --—Secretary.  

Treasurer.  


The  foreeoinj  is  a  true  statement  of  the  condition  of  the  company  together  with  the  names  and  postoffice  addresses  of  the 
stockholders,  and  the  number  of  shares  held  by  each  at  the  date  of  this  report;  also  the  name  and  postoffice  address  of  each  officer 
and  director  of  such  corporation. 


WITNESS  OUR  SIGNATURES:- 


STATE  OF- 
Coan/y  of— 


-do  solemnly  swear  that  1  am  the  Secretary  of  the  above 


named  corporation,  and  that' the  matters  set  forth  in  the  foregoing  report  are  true  and  correct  to  the  best  of  my  knowledge  and 
belief:    And  further,  that  the  within  signatures  are  those  of  a  majority  of  the  directors  of  said  corporation. 


SubsniUd  and  sworn  to  before  me,  this- 


.  Secretary. 
-i.19 


Notary  Public  in  and  for- 


My  commission  expires  - 
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Signatures  of  Corporation  Officials. 

Officials  authorized  to  sign  contracts  and  similar 
instruments  should  always  use  their  official  titles  in  con- 
nection therewith,  otherwise  they  invite  grave  trouble. 
Henry  Wilson  may  be  known  by  general  repute  to  be 
the  president  of  the  Oshkosh  Milling  Company,  and  as 
such  authorized  to  sign  notes,  contracts,  etc.,  for  the 
corporation.  It  is  doubtful,  however,  whether  such  an 
instrument  bearing  the  simple  signature  of  "Henry 
Wilson,"  would  be  binding  as  against  the  company.  To 
remove  all  doubt,  and  avoid  opportunity  for  legal  quib- 
bhng,  the  signature  should  be  "Henry  Wilson,  president 
of  the  Oshkosh  ^lilhng  Company."  This  shows  beyond 
question  that  Wilson  signs,  not  as  an  individual,  but 
as  president  of  the  corporation,  and,  providing  he  has 
the  proper  authority,  the  company  is  bound  by  his 
signature. 

Sometimes  official  signatures  are  made  as  "Henry 
Wilson,  president,"  without  naming  what  he  is  presi- 
dent of.  If  the  document  bears  the  heading  of  the  com- 
pany, or  the  text  makes  it  plain  that  the  signer  is  acting 
for  the  company,  a  signature  of  this  kind  will  be  upheld 
by  the  courts  as  against  the  corporation.  But,  where 
collateral  evidence  of  this  nature  is  lacking,  there  may 
be  question  as  to  whether  such  a  signature  binds  the 
company. 


"We  enter  upon  the  great  Industrial  contests  of  the 
future  with  the  prestige  of  unparalleled  achievement. 
We  have  unequaled  natural  resources.  Our  productive 
forces  are  fully  developed.  Our  industries  are  thor- 
oughly organized.  We  have  unrivaled  wealth  of  soil 
and  inexhaustible  mineral  deposits.  Better  than  all, 
we  have  a  vast  army  of  intelligent,  alert  and  self- 
reliant  producers,  who  are  receiving  a  constantly  in- 
creasing proportion  of  the  benefits  derived  from  our 
superior  industrial  organization." — Hon.  Nelson  W . 
Aldrichj  United  States  Senator  from  Rhode  Island, 


CHAPTER  VI. 

STOCKHOLDERS'  RIGHTS  AND  LIABILITIES. 

I  Stockholders  and  shareholders — the  terms  are  inter- 
changeable, both  meaning  the  same — are  the  real  owners 
of  corporate  property.  They  are  the  persons  who  fm*- 
nish  the  capital  for  the  enterprise,  taking  as  evidence 
of  their  investment  certificates  showing  the  nmnber  of 
shares  they  hold.  This  holding,  or  ownership,  repre- 
sents an  undivided  interest  in  the  corporation  property 
in  relation  to  the  number  of  shares  held.  If  the  total 
capital  of  a  corporation  is  $100,000,  and  Smith  holds 
100  shares  of  a  par  value  of  $100  each,  he  is  the  owner 
of  an  undivided  one-tenth  interest  in  the  enterprise ;  not 
merely  one-tenth  of  the  capital  stock,  but  one-tenth  of 
everything  which  that  stock  may  represent — franchise, 
property,  equipment,  assets,  everytliing  in  the  form  of 
property. 

Capital  and  Capital  Stock. 

There  is  a  great  difference  between  capital  and  capital 
stock,  although  the  terms  are  often  intermixed  by  men 
who  should  know  better.  The  capital  of  a  corporation 
includes  the  value  of  all  its  holdings,  including  the  sur- 
plus or  undivided  profits,  if  there  should  be  any.  The 
capital  stock  means  only  the  par  value  of  the  amount 
authorized  by  the  corporation's  charter. 

If  a  company  is  authorized  to  issue  $100,000  in  stock 
that  is  the  amount  of  its  capital  stock.    This  same  com- 
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pany,  however,  doing  a  prosperous  and  highly  profitable 
business,  may  have  an  actual  capital  of  $200,000,  or 
more.  This  is  accumulated  by  accretion  in  value  of 
property  bought  for  corporation  purposes,  by  additions 
to  the  equipment  paid  for  out  of  profits,  by  the  accumu- 
lation of  a  surplus  account  made  possible  through  the 
carrying  to  such  account  of  profits  which  otherwise 
would  have  gone  into  dividends.  It  is  no  uncommon 
thing  for  a  corporation  earning  18  percent  on  its  capi- 
tal stock  to  declare  6  percent  in  dividends,  and,  after 
an  allowance  for  depreciation,  carry  the  rest  to  surplus 
account. 

Surplus  Counts  as  Capital. 

All  this  is  entered  as  capital,  of  which  each  shareholder 
IS  the  owner  of  his  proportionate  undivided  interest. 
Should  a  corporation  for  any  reason  be  dissolved,  say  on 
expiration  of  charter,  all  the  property  would  be  sold,  the 
debts  paid,  and  the  funds  distributed  pro  rata  among 
the  shareholders,  an  equal  amount  going  to  the  credit 
of  each  share.  Say  that  a  corporation  with  $100,000 
capital  stock  has  accumulated  property  and  funds  to  the 
amount  of  $300,000,  and  owes  $100,000.  It  goes  into 
liquidation  and  pays  its  debts.  This  leaves  $200,000 
to  be  divided  among  the  holders  of  the  $100,000  worth 
of  stock,  making  $200  for  each  $100  share. 

Rights  of  the  Stockholders. 

Briefly  stated,  the  rights  of  stockholders  may  be 
summed  up  as  follows: 

Participation,  either  in  person  or  by  proxy,  in  all 
meetings  of  stockholders,  whether  regular  or  special. 
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and  to  cast  one  vote  for  each  share  of  stock  they  may 
hold. 

To  share  pro  rata,  either  in  the  form  of  dividends  or 
distribution  of  assets,  in  all  the  property  of  the  corpo- 
ration of  whatever  nature  it  may  be.  This  sharing 
interest  to  be  based  on  the  proportion  of  stock  held. 

Generally  speaking,  to  inspect  at  all  reasonable  times 
the  books  and  accounts  of  the  corporation.  In  some 
States  this  right  is  mainly  theoretical,  and  limited  to  an 
inspection  of  the  list  of  stockholders.  This  is  particu- 
larly true  in  those  States  which  permit  the  insertion  in 
the  by-laws  of  clauses  limiting  the  rights  of  stockholders 
in  this  respect. 

In  addition  to  these,  stockholders  also  possess  the 
right  to  elect  directors,  amend  the  by-laws  or  charter,  to 
dissolve  the  corporation,  and  to  insist  upon  a  complete 
sale  and  distribution  of  its  assets. 

Further  Rights  of  Stockholders. 

Should  any  one  or  more  stockholders  have  reason  to 
believe  that  unjust  or  illegal  action  prejudicial  to  their 
interest  is  to  be  taken  by  the  directors  or  officers,  they 
may  obtain  relief  through  the  courts  in  the  form  of  an 
injunction,  or  call  a  special  meeting  of  the  stockholders 
to  act  upon  the  matter.  — 

Stockholders  also  have  the  sole  right  to  say  whether 
the  capital  stock  shall  be  increased  or  reduced,  how  the 
stock  shall  be  issued,  etc. 

All  action  by  the  stockholders  in  meeting  is  to  be 
governed  by  majority  vote,  except  in  emergencj^  mat- 
ters, like  amendment  of  the  charter  or  dissolution  of 
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the  corporation.    In  most  cases  these  matters  are  regu- 
lated by  State  statutes  requiring  a  two-thirds  vote. 

So  long  as  the  directors  and  officials  are  conducting 
the  affairs  of  the  corporation  properly,  stockholders 
have  no  right  to  interfere  with  their  actions.  They  have 
selected  the  directors,  and  through  the  latter  the  officers, 
to  act  as  their  agents  in  the  active  management  of  the 
corporation's  business,  and  it  is  necessary  that  these 
agents  should  be  protected  against  such  sudden  whims 
or  fancies  as  individual  stockholders  might  be  seized 
with. 

Liabilities  of  the  Stockholders. 

In  all  instances,  stockholders  are  liable  to  the  corpo- 
ration, and  to  its  creditors,  for  such  amount  as  may 
remain  unpaid  on  their  subscriptions  to  the  stock.  In 
a  few  States  full  payment  of  stock  subscriptions  is  re- 
quired before  a  corporation  can  begin  business.  In 
instances  of  this  nature,  which  are  very  rare,  the  stock- 
holders' hability  ceases,  except,  as  in  California,  where 
the  statute  provides  that,  in  addition  to  the  full  pay- 
ment of  the  par  value  of  his  stock,  each  stockholder  is 
liable  for  a  pro  rata  share  of  such  debts  as  the  corpora- 
tion may  be  unable  to  pay  out  of  its  treasury. 

Let  us  see  how  this  works.  Jones  subscribes  and  pays 
for  $10,000  in  stock  of  a  $100,000  corporation.  The 
venture  proves  disastrous  and  the  corporation  becomes 
bankrupt.  It  is  dissolved,  owing  $200,000  which  it  is 
unable  to  pay.  Jones'  share  of  the  liability,  as  an  indi- 
vidual shareholder  to  the  amount  of  $10,000,  would  be 
$20,000. 
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New  York's  Stringent  Law. 

Under  the  New  York  statute,  stockholders  in  corpo- 
rations in  that  State  are  personally  liable,  in  addition 
to  their  stock  hability,  for  a  certain  class  of  corporation 
debts.  These  include  all  obligations  for  labor  or  serv- 
ices rendered  to  a  corporation  by  any  of  its  employees, 
whether  they  be  laborers,  clerks  or  officials. 

In  nearly  all  the  States,  shareholders  in  banks,  trust 
companies,  and  similar  corporations  are  liable  for  an 
amount  equal  to  the  par  value  of  their  stock,  in  addition 
to  the  amount  they  may  have  paid,  or  promised  to  pay, 
for  it.  This  liability  is  enforced  with  the  purpose  of 
giving  the  public  who  deal  with  such  institutions  the 
largest  possible  amount  of  pecuniary  protection.  It 
works  in  this  way: 

Liability  of  Bank  Shareholders. 

If  a  bank  with  a  capital  of  $500,000  fails,  and  the 
wreck  is  complete,  the  stockholders,  all  of  whom  are 
supposed  to  have  paid  for  their  stock  in  full,  are 
assessed  pro  rata  to  make  up  the  deficiency.  But  in  no 
case  can  the  total  of  this  assessment  exceed  the  $500,000 
of  capital  stock. 

Liabihties  such  as  those  imposed  in  California  and 
New  York  on  the  stockholders  of  all  corporations,  are 
unusual.  As  a  general  proposition,  outside  of  banks  and 
trust  companies,  the  hability  of  a  stockholder  is  limited 
to  such  amount  as  may  remain  unpaid  on  his  subscrip- 
tion to  the  stock.  There  is  one  general  exception  to 
this  and  that  is  when  a  stockholder  receives  a  dividend 
which  has  not  been  earned.  In  such  instances  he  is  liable 
personally  for  the  amount  so  received. 
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General  and  Special  Meetings. 

In  the  by-laws  of  all  corporations  there  is,  or  should 
be,  provision  for  the  holding  of  an  annual  meeting  at  a 
stated  time  and  place.  This,  as  a  rule,  is  the  only  regu- 
lar meeting  of  stockholders.  At  it  directors  are  elected, 
reports  of  directors  and  officers  acted  upon,  and  a  gen- 
eral inspection  of  corporation  aifairs  made.  Anything 
which  requires  the  consent  or  approval  of  the  stock- 
holders may  properly  be  brought  before  the  meeting. 
Notice  of  annual  meetings  is  usually  given  by  publica- 
tion in  some  newspaper.  Every  stockholder  is  supposed 
to  know  the  time  and  place,  and  publication  is  made 
merely  to  comply  with  the  law.  The  form  of  such  notice 
is  generally  as  follows : 

Kalamazoo  Stove  Company — Notice  of  Annual  Meeting. 

Kalamazoo,  Mich.,  March  10,  191  . 
Notice  is  hereby  given  that  the  annual  meeting  of  the  Kalamazoo  Stove 
Company  will  be  held  at  the  office  of  the  company,  1112  Kalamazoo 
Building,  in  the  city  of  Kalamazoo,  Mich.,  at  2  p.  m.,  on  Wednesday, 
April  1,  191  ,  for  the  purpose  of  electing  directors,  and  for  the  transaction 
of  such  other  business  as  may  be  brought  before  the  meeting. 

The  stock  transfer  books  of  the  company  will  be  closed  at  2  p.  m.,  March 
25,  191  ,  and  remain  closed  until  2  p.  m.,  April  5,  191  . 

Thomas  M.  Brown,  Secretary. 

Calling  of  Special  Meeting. 

Should  occasion  arise  which  makes  advisable  the  hold- 
ing of  a  special  meeting,  the  procedure  is  different. 
Special  meetings  may  be  convened  at  any  time  on  the 
issuance  of  a  proper  call.  This  call  must  state  the  time 
and  place  at  which  the  meeting  is  to  be  held,  and  its  pur- 
poses. These  latter  must  be  stated  specifically,  and  no 
business  aside  from  that  named  in  the  call  will  be  legal. 
If  a  special  meeting  is  called  to  vote  on  an  increase  of 
capital  stock,  it  will  not  be  lawful  for  that  meeting  to 
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take  action  on  an  increase  in  the  president's  salary,  the 
acquirement  of  property,  or  any  other  subject. 

Every  stockholder  must  be  notified  of  the  issuance 
of  a  call  for  a  special  meeting  in  the  manner  prescribed 
in  the  by-laws.  This  is  usually  done  by  mailing  a  copy 
of  the  call  to  his  registered  address  as  given  in  the 
record  of  stockholders. 

In  the  case  of  an  annual  meeting,  publication  of  the 
notice  only  is  absolutely  necessary.  In  the  case  of  a 
special  meeting  both  call  and  notice  are  essential.  Al- 
lowing that  some  of  the  stockholders  desire  that  such 
special  meeting  should  be  held,  they  unite  (each  stock- 
holder signing  his  name)  in  a  written  "call"  to  the  secre- 
tary, notifying  him  of  the  time,  place,  and  objects  of 
the  meeting,  and  instructing  him  to  send  out  the  neces- 
sary notices  to  the  stockholders. 

Usual  Form  of  Notice. 

On  receipt  of  this  notice  it  becomes  the  duty  of  the 
secretary  to  send  out  the  notices.  A  convenient  form 
in  general  use  follows : 

Kalamazoo  Stove  Company — Notice  of  Special  Meeting. 

Kalamazoo,  Mich.,  May  21,  191  . 
Mr.  John  Smith,  323  Front  Street,  Kalamazoo,  Mich. 

Dear  Sir:  You  are  hereby  notified  that  pursuant  to  call,  signed  by  five 
stockholders  in  the  company,  a  special  meeting  of  the  Kalamazoo  Stove 
Company  will  be  held  at  the  office  of  the  company,  1112  Kalamazoo  Building, 
in  the  city  of  Kalamazoo,  Mich.,  at  11  a.  m.,  on  May  29,  191  ,  for  the 
purpose  of  acting  upon  a  proposed  increase  in  the  capital  stock  of  said 
company  from  $1,000,000  to  $5,000,000,  and  for  the  transaction  of  such 
business  as  may  be  necessary  in  connection  therewith. 

Thomas  M.  Brown,  Secretary, 

Who  May  Call  Special  Meetings. 
Special  meetings  may  be  called  by  the  president,  or 
by  resolution  of  the  board  of  directors,  by  a  minority 
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of  the  directors,  or  by  a  minority  of  the  stockholders. 
The  exact  method  is  laid  down  in  the  by-laws  and  should 
be  closely  adhered  to.  Unless  expressly  provided  to 
the  contrary,  nothing  can  alienate  the  rights,  in  this 
respect,  of  those  interested  in  a  corporation. 

It  is  a  saving  of  time,  when  a  special  meeting  is  de- 
sired, for  the  stockholders  to  get  together  and  unite  in 
a  waiver  of  call.  When  this  is  done,  further  proceed- 
ings of  a  formal  nature  are  unnecessary,  and  the  meet- 
ing may  be  held  at  once.  Following  is  a  form  of  waiver 
in  general  use : 

Yonkers  Cutlery   Company— Waiver   of  Notice  of  Special   Meeting 
of  Stockholders. 

Yonkers,  N.  Y.,  June  3,  191  . 

We,  the  undersigned,  being  all  the  stockholders  in  the  Yonkers  Cutlery 
Company,  of  Yonkers,  N.  Y.,  hereby  call  a  special  meeting  of  the  stock- 
holders of  said  company  to  be  held  at  the  company's  office  in  said  city  of 
Yonkers,  N.  Y.,  at  10  a.  m.,  on  June  4,  191  ,  for  the  purpose  of  disposing 
of  the  company's  assets,  and  to  transact  such  other  business  as  may  be 
necessary  in  connection  therewith,  and  we  hereby  waive  all  statutory  and 
by-law  requirements  as  to  time,  place  and  purpose  of  said  meeting,  and 
consent  to  the  transaction  thereat  of  such  business  as  may  be  necessary. 

(Signed.)     Here  follows  the  name  of  each  stockholder. 

Secretary's  Duty  is  Mandatory. 

When  a  call  for  a  special  meeting  is  issued,  the  secre- 
tary has  no  choice  of  action.  His  duties  are  purely 
mandatory — he  "must"  act  as  instructed.  Despite  this, 
occasions  have  arisen  in  which,  owing  to  friction  between 
the  directors  and  the  minority  stockholders,  and  the 
secretary  being  an  adherent  of  the  former,  he  has  ig- 
nored, or  declined  to  act  upon  a  call  by  the  minority 
interests.  In  such  cases  relief  may  be  had  by  an  appeal 
to  the  courts  for  a  writ  of  mandamus,  an  order  com- 
pelling the  secretary  to  perform  his  duty.  Refusal  to 
comply  with  such  order,  which  will  be  issued  by  any 
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court  of  law  on  a  proper  showing,  becomes  contempt 
of  court,  punishable  by  fine  or  imprisomnent,  or  both. 

Voting  Power  of  Stockholders. 

Any  person  holding  a  share  of  stock,  whether  paid 
for  or  not,  is  entitled  to  vote  at  any  meeting  of  stock- 
holders, annual  or  special.  This  voting  right  may  be 
exercised  in  person,  or  by  proxy.  In  nearly  all  large 
corporations,  there  are  numerous  small  shareholders, 
living  at  a  distance  from  the  corporation  headquarters, 
who  find  it  inconvenient  to  attend  the  meetings  in  per- 
son. In  such  cases  it  is  the  common  practice  for  these 
shareholders  to  give  proxies  to  some  person  who  will 
be  present.  This  proxy  gives  the  holder  the  same  vot- 
ing right,  no  more,  no  less,  as  that  possessed  by  the 
actual  shareholder.  This  is  on  the  basis  of  one  vote  for 
each  share  of  stock  thus  represented. 

Advantages  of  Cumulative  Voting. 

There  is  now  a  general  tendency  to  give  the  minority 
stockholder  more  adequate  protection  by  the  right  of 
cumulative  voting.  In  some  States,  especially  IVlichi- 
gan,  this  right  is  expressly  assured  by  statute,  and  the 
practice  is  yearly  becoming  more  general.  Even  in 
States  where  no  express  provision  of  this  nature  is  made, 
it  is  often  voluntarily  granted  in  the  articles  of  incorpo- 
ration. This  is  generally  the  case  when  the  incorpora- 
tors are  honestly  inclined,  and  wish  to  safeguard  the 
rights  of  all  stockliolders,  regardless  of  the  extent  of 
their  holdings. 

Cumulative  voting  is  the  casting  of  all  a  shareholder's 
votes  for  one  purpose,  or  official,  multiphed  by  the  num- 
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ber  of  pui'poses  or  officials  to  be  voted  for.  There  are, 
say,  seven  directors  to  be  elected.  John  Jones,  a  share- 
holder, owning  100  shares,  would  under  the  ordinary 
plan  cast  100  votes  for  each  of  the  seven  candidates  of 
his  choice.  Under  the  cumulative  plan  Jones  may  vote 
for  one  director  only  and  give  him  700  votes,  these 
being  representative  of  his  100  shares  multiplied  by 
seven,  the  nmiiber  of  directors  he  would  be  entitled  to 
vote  for  if  he  did  not  see  fit  to  concentrate  his  votes  on 
one  candidate. 

Protection  for  the  Minority. 

By  this  plan  several  minority  shareholders,  acting  in 
concert,  may  ensure  the  selection  of  one  or  more  direc- 
tors on  a  board  which  would  otherwise  be  made  up 
solely  of  representatives  of  the  majority  interest.  Take 
the  case  of  a  corporation  in  which  there  are  100,000 
shares  and  consequently  100,000  votes.  The  majority 
interest  hold  80,000  shares  and  can  thus,  under  the 
ordinary  method,  elect  all  the  seven  directors,  leaving 
the  holders  of  the  20,000  shares  without  a  representative 
on  the  board. 

Where  the  cumulative  plan  is  in  effect  the  holders 
of  the  20,000  shares  may  combine,  and  then  cast 
140,000  votes  for  one  candidate,  thus  ensuring  his  elec- 
tion, and  giving  them  a  voice  in  the  management  of  cor- 
poration affairs. 

Effect  of  Two-Thirds  Vote. 

The  by-laws  of  many  corporations,  and  the  statutes 
of  several  States  as  well,  contain  a  provision  that  cer- 
tain acts  cannot  be  done  unless  approved  by  a  two-thirds 
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vote  of  the  stockholders.  In  this  the  minority  finds 
another  source  of  j^rotection.  Without  the  clause 
making  a  two- thirds  consent  necessary,  a  bare  majority 
— 51  per  cent — of  the  stockholders  could  take  any  action 
desired,  and  the  other  49  per  cent  would  be  helpless. 
With  the  two-thirds  rule  in  effect,  however,  34  per  cent 
of  the  stockholders  may  effectively  block  any  action  to 
which  they  are  opposed,  and  either  kill  it  entirely  or 
make  the  majority  interests  amend  or  change  it  to  meet 
the  wishes  of  the  minority. 

Liability  on  Unpaid  Stock. 

Referring  back  to  the  subject  of  stockholders'  lia- 
bility there  is  one  interesting  point  not  generally  under- 
stood. This  concerns  the  sale  of  stock  by  holders  who 
have  not  paid  for  it  in  full.  Such  sales  are  valid,  and 
the  purchaser  succeeds  to  all  the  rights  of  the  original 
holder,  including  voting  power  and  participation  in 
dividends.  The  original  holder,  however,  is  still  liable 
for  the  unpaid  amount  of  his  subscription.  This  he 
cannot  evade  by  a  transfer  of  his  stock. 

A  Stockholder's ''Right." 

When  a  corporation  issues  new  stock  the  shareholders 
of  record  have  the  first  right  to  subscribe  for  it  at  par. 
They  must  be  given  this  opportunity  before  such  stock 
can  be  offered  on  the  market,  or  otherwise  disposed  of. 
This  is  known  as  a  "stockholder's  right,"  and,  in  the 
case  of  a  profitable  concern,  is  an  item  of  pronounced 
value.  The  stock  of  a  corporation  may  be  selling  on 
the  market  at  150,  but,  if  new  stock  is  to  be  issued. 
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the  stockholders  have  a  right  to  take  it  all  at  par,  regard- 
less of  what  they  may  be  able  to  sell  it  for. 

Stock  "Rights"  are  Saleable. 

This  has  made  such  "right"  a  valuable  commodity,  to 
be  dealt  with  in  the  same  manner  as  the  share  certifi- 
cates themselves.  So  well  recognized  are  these  "rights" 
as  a  trading  proposition  that  it  is  not  necessary  for 
a  stockholder  to  wait  for  the  issuance  of  a  share  certifi- 
cate before  collecting  his  profit  on  a  new  issue.  He 
may  sell  his  "right,"  subject,  of  course,  to  a  discount 
which  will  admit  of  the  purchaser  making  a  profit  on 
the  transaction. 

Purchasers  of  "rights"  assume  the  risk  of  a  falling 
market.  They  buy  the  "right"  to  take  the  new  stock 
at  par,  but  a  sharp  decline  in  the  value  of  the  stock 
may  wipe  out  any  prospective  margin  of  profit. 

Minutes  of  Special  Meetings. 

Careful  record  in  the  form  of  "minutes"  should  be 
kept  of  the  proceedings  of  all  special  as  well  as  regular 
meetings.  One  form  of  these  minutes  in  general  use 
follows : 

Minutes  of  Special  Meeting  of  Stockholders 

of  the 

YONKEES  CUTLEEY  COMPANY. 

Held  June  4,  191  . 

Pursuant  to  formal  call  and  notice,  the  stockholders  of  the  Yonkers 
Cutlery  Company,  assembled  in  special  meeting  in  the  office  of  the  com- 
pany, in  the  city  of  Yonkers,  N.  Y.,  at  10  a.  m.,  on  the  4th  day  of  June, 
191  . 

The  meeting  was  called  to  order  by  President  Huckins,  Secretary 
Townsend  officiating  as  recording  officer. 
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The    entire    capital    stock    of    the    company    was    represented    at    the 
meeting,  either  by  the  owner  in  person  or  by  proxy. 
The  stocli  rei:)reseuted  in  person  was  as  follows: 

Henry  S.  Huckins 1,000  shares 

Mary  T.  Huckins 500       " 

Charles    Townsend 500       " 

Louis  H.  Jackman 250       ' ' 

Nannette  Eichardson 100       ' ' 

William   Townsend 100       " 

The  following  stockholders,  owning  the  number  of  shares  of  stock 
set  opposite  their  respective  names,  were  represented  by  proxies  duly 
presented  and  filed  with  the  secretary,  aU  said  proxies  being  made  out 
in  the  name  of  William  Townsend: 

W^alter  H.  Wilson 100  ehares 

Charles   O  'Connell 250       " 

Richard  Brown 200       " 

The  president  requested  the  reading  of  the  call  and  notice  for  th« 
meeting,  which  was  presented  by  the  secretary,  as  follows: 

[Here  follows  the  call  and  notice,  verbatim,  as  originally  issued.] 
On    motion,    duly    seconded    and    passed,    these    were    ordered   entered 
upon  the  minutes  of  the  meeting. 

President  Huckins  then  briefly  stated  the  purpose  of  the  meeting 
to  be  the  consideration  of  a  proposition  for  the  purchase  of  the  entire 
property  of  the  company,  including  patents,  machinery,  realty,  stock 
on  hand,  book  accounts,  orders  and  all  other  assets  of  the  company,  save 
cash  in  bank,  and  bills  and  accounts  receivable.  That  said  proposition 
was  received  from  the  Atlas  Manufacturing  Company,  of  Rochester,  N.  Y., 
the  object  of  the  purchase  being  the  consolidation  of  the  Atlas  and  Yonkers 
businesses  under  one  management.  That,  if  the  proposition  were  accepted, 
the  Atlas  people  would  organize  a  company  with  a  capitalization  of 
$1,000,000  to  take  over  and  operate  the  two  properties,  the  price  offered 
for  the  Yonkers  property  being  $250,000  in  cash  and  $250,000  in  stock 
of  the  new  company.  In  conclusion  the  president  advised  strongly  the 
acceptance  of  the  proposition. 

After  an  extended  discussion,  Mr.  Charles  Townsend  moved  the 
acceptance  of  the  proposition  and  offered  a  resolution  to  this  effect. 
This  resolution,  seconded  by  Mr.  Louis  H.  Jackman,  was  put  upon 
passage  and  adopted,  the  entire  3,000  shares  represented  in  person  or  by 
proxy  being  voted  in  the  affirmative. 

On  motion  of  Mr.  Townsend,  the  board  of  directors  was  authorized  to 
complete  the  transfer  of  the  corporation  property  to  the  Atlas  Manufac- 
turing Company  on  the  terms  named,  and  instructed  to  report  progress 
to  an  adjourned  special  meeting  of  the  stockholders,  to  be  held  June 
12,  191  ,  at  10  a.  m.  The  meeting  was  then  adjourned  to  that  date. 
William  Townsend,  Henry  S.  Huckins, 

Secretary.  President. 

Preparation  of  By-Laws. 

It  is  the  duty  of  the  stockholders  to  prepare  and  pass 
upon  the  adoption  of  the  by-laws.  This  is  a  matter  of 
vital  importance,  as  it  is  through  the  by-laws  that  the 
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duties  of  directors  and  officers  are  defined  and  limited 
and  the  general  plan  of  conducting  corporation  affairs 
laid  down.  Any  action  not  expressly  sanctioned  by,  or 
in  violation  of,  these  by-laws,  is  not  binding  upon  the 
corporation,  and  the  directors  or  officers  who  take  such 
action  are  liable  to  the  stockholders  for  such  damages 
as  may  ensue.  Action  in  violation  of  the  by-laws  may 
also  be  successfully  attacked  in  the  courts  by  any 
affected  party,  regardless  of  a  shareholding  interest. 
For  these  reasons  it  is  vitally  essential  that  the  by-laws, 
like  the  articles  of  incorporation,  should  be  clearly  and 
legally  drawn.  Following  is  the  form  in  use  in  New 
Jersey  which  is  favored  by  many  large  corporations: 

BY-LAWS 

of  the 

EXCELSIOR  MANUFACTURING  COMPANY. 

Incorporated  under  the  Laws  of  New  Jersey. 


Article  I. — Stock. 

Sec.  1.  Certificates  of  Stock. 

Each  stockholder  of  the  company  whose  stock  has  been  paid  for  in 
full  shall  be  entitled  to  a  certificate  or  certificates  showing  the  amount  of 
stock  of  the  company  standing  on  the  books  in  his  name.  Each  certificate 
shall  be  numbered,  bear  the  signatures  of  the  president  and  treasurer  and 
the  seal  of  the  company,  and  be  issued  in  numerical  order  from  the  stock 
certificate  book.  A  full  record  of  each  certificate  of  stock,  as  issued,  must 
be  entered  on  the  corresponding  stub  of  the  stock  certificate  book. 
Sec.  2.  Transfers  of  Stock. 

Transfers  of  stock  shall  be  made  upon  the  proper  stock  books  of  the 
company,  and  must  be  accompanied  by  the  surrender  of  the  duly  endorsed 
certificate  or  certificates  representing  the  transferred  stock.  Surrendered 
certificates  shall  be  canceled  and  attached  to  the  corresponding  stubs  in  the 
stock  certificate  book  and  new  certificates  issued  to  the  parties  entitled 
thereto.  The  stock  books  shall  be  closed  to  transfers  twenty  days  before 
general  elections  and  twenty  days  before  dividend  days. 
Sec.  3.  Lost  Certificates. 

The  board  of  directors  may  order  a  new  certificate,  or  certificates,  of 
irtock  to  be  issued  in  the  place  of  any  certificate  or  certificates  of  the  eom- 
X)any  alleged  to  have  been  lost  or  destroyed,  but  in  every  such  case  the 
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owner  of  the  lost  certificate  or  certificates  shall  first  cause  to  be  given  to 
the  company  a  bond  in  such  sum,  not  less  than  the  par  value  of  such  lost 
or  destroyed  certiticate  or  certificates  of  stock,  as  said  board  may  direct,  as 
indemnity  against  any  loss  or  claim  that  the  company  may  incur  by  reason 
of  such  issuance  of  stock  certificates;  but  the  board  of  directors  may,  in  its 
discretion,  refuse  to  so  replace  any  lost  certificate,  save  upon  the  order  of 
some  court  having  jurisdiction  in  such  matter. 
Sec.  4.  Stock  and  Tranafer  Books. 

The  stock  and  transfer  books  of  the  company  shall  be  kept  in  its  prin- 
cipal ofiice,  Ao.  37  Broad  street,  Newark,  New  Jersey,  and  shall  be  open 
during  business  hours  to  the  inspection  of  any  stockholder  of  the  company. 
All  other  books  and  records  of  the  company  shall  be  kept  in  its  ofiice,  in 
New  York  city,  and  shall  include  a  stock  book  which  shall  be  open  during 
business  hours  to  the  inspection  of  any  stockholder  or  judgment  creditor  of 
the  company. 
Sec.  5.  Treasury  Stoclc. 

All  issued  and  outstanding  stock  of  the  company  that  may  be  donated 
to,  or  be  purchased  by,  the  company,  shall  be  treasury  stock  and  shall  be 
held  subject  to  disposal  by  the  action  of  the  board  of  directors.  Such  stock 
shall  neither  vote  nor  participate  in  dividends  whUe  held  by  the  company. 

Article  II. — Stockholdeks. 

Sec.  1.  Annual  Meetings. 

The  regular  annual  meetings  of  the  stockholders  shall  be  held  in  the 
office  of  the  company  at  No.  37  Broad  street,  Newark,  New  Jersey,  at  12 
m.,  on  the  second  Monday  of  January  in  each  year,  if  not  a  legal  holiday, 
but  if  a  legal  holiday,  then  on  the  day  following.  At  this  meeting  the 
directors  for  the  ensuing  year  shall  be  elected,  the  officers  of  the  company 
shall  present  their  annual  reports,  and  the  secretary  shall  have  on  file  for 
inspection  and  reference  an  alphabetical  list  of  the  stockholders,  giving  the 
amount  of  stock  held  by  each,  as  shown  by  the  stock  books  of  the  company 
twenty  days  before  the  date  of  such  annual  meeting. 
Sec.  2.  Special  Meetings. 

Special  meetings  of  the  stockholders  may  be  held  at  any  time  in  the 
office  of  the  company,  pursuant  to  a  resolution  of  the  board  of  directors,  or 
by  a  call  signed  by  stockholders  holding  a  majority  of  the  voting  stock  of 
the  company.  Calls  for  special  meetings  shall  specify  the  time,  place  and 
object  or  objects  thereof,  and  no  other  business  than  that  specified  in  the 
call  shall  be  considered  at  any  such  meeting. 
Sec.  3.  Notice  of  Meetings. 

A  written  or  printed  notice  of  every  regular  or  special  meeting  of  the 
stockholders,  stating  the  time  and  place,  and  in  case  of  special  meetings, 
the  objects  thereof,  shall  be  prepared  and  mailed  by  the  secretary,  postage 
prepaid,  to  the  last  known  postoffice  address  of  each  stockholder,  at  least 
ten  days  before  the  date  of  any  such  meeting.  Any  failure  or  irregularity 
of  notice  of  a  regular  meeting  shall  not  affect  the  validity  of  such  meeting 
or  of  any  proceedings  thereat. 
Sec.  4.  Voting. 

Only  stockholders  of  record  shall  be  entitled  to  vote  at  the  regular  and 
special  meetings  of  stockholders.     At  such  meetings  each  stockholder  shall 
be  entitled  to  one  vote  for  each  share  of  stock  held  in  his  name. 
Sec.  5.  Board  of  Directors. 

At  the  first  meeting  of  the  stockholders  a  board  of,  seven  directors  shall 
be  elected,  who  shall  serve  until  the  election  and  acceptance  of  their  duly 
qualified  successors.    Thereafter  at  each  annual  meeting  of  the  stockholders 
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of  the  company  seven  directors  shall  be  elected,  who  shall  serve  until  the 
election  and  acceptance  of  their  duly  qualified  successors.  All  elections 
for  directors  shall  be  by  ballot,  and  the  candidates,  to  the  number  to  be 
elected,  receiving  the  highest  number  of  votes  shall  be  declared  elected. 

If  for  any  reason  directors  are  not  elected  at  the  regular  meeting  of 
stockholders,  a  special  meeting  shall  be  called  for  the  purpose  within  thirty 
days  thereafter,  at  which  directors  shall  be  elected  in  all  respects  as  at  the 
annual  meeting. 

Two  inspectors  of  election  shall  be  appointed  by  the  president  to 
conduct  the  election  of  directors  to  serve  for  the  ensuing  year.  These 
inspectors  shall  be  sworn  to  the  faithful  discharge  of  their  duty,  and  shall 
then  take  charge  of  the  election.  No  person  who  is  a  candidate  for  the 
office  of  director  shall  act  as  an  inspector  of  election. 
Sec.  6.  Quorum. 

A  majority  of  the  outstanding  stock,  exclusive  of  treasury  stock,  shall  be 
necessary  to  constitute  a  quorum  at  meetings  of  stockholders.  When  a 
quorum  is  present  at  any  meeting,  a  majority  of  the  stock  represented 
thereat  shall  decide  any  question  brought  before  such  meeting.  In  the 
absence  of  a  quorum,  those  present  may  adjourn  the  meeting  from  day 
to  day,  but  until  a  quorum  is  secured  may  transact  no  business. 
Sec.  7,  Proxies. 

Any  stockholder  entitled  to  vote  may  be  represented  at  any  regular  or 
special  meeting  of  stockholders  by  a  duly  executed  proxy.  Proxies  shall 
be  in  writing  and  properly  signed,  but  shall  require  no  other  attestation. 
No  proxy  shall  be  recognized  unless  executed  within  eleven  months  of  the 
date  of  the  meeting  at  which  it  is  presented. 
Sec.  8.  Officers  of  Meetings. 

The  president,  if  present,  shall  preside  at  all  meetings  of  the  stock- 
holders. In  his  absence,  the  next  officer  in  due  order  who  may  be  present 
shall  preside.  For  the  purposes  of  these  by-laws,  the  due  order  of  officers 
shall  be  as  follows:     President,  vice-president  and  treasurer. 

The    secretary    of    the    company    shall   keep    a    faithful    record   of    the 
proceedings  of  all  stockholders'  meetings. 
Sec.  9.  Order  of  Business. 

The  order  of  business  at  the  annual  meeting,  and,  so  far  as  practicable, 
at  aU  other  meetings  of  the  stockholders,  shall  be  as  follows : 

1.  Calling  of  EoU. 

2.  Proof  of  due  notice  of  Meeting. 

3.  Reading  and  disposal  of  any  unapproved  Minutes. 

4.  Annual  Reports  of  Officers  and  Committee. 

5.  Election  of  Directors. 

6.  Unfinished  Business. 

7.  New  Business. 

8.  Adjournment. 

Article  III. — Directors. 

Sec.  1.  Number  and  Authority. 

A  board  of  seven  directors  shall  be  elected,  who  shall  have  entire  charge 
of  the  property,  interests,  business  and  transactions  of  the  company,  with 
full  power  and  authority  to  manage  and  conduct  the  same. 
Sec.  2.  Qualifications. 

No  person  shall  be  elected,  nor  shall  be  competent  to  act  as  a  director 
of  this  company,  unless  he  is  at  the  time  of  election  the  holder  of  record  of 
at  least  one  share  of  its  stock.  At  least  one  of  the  directors  of  the  company 
must  be  resident  in  the  State  of  New  Jersey. 
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Sec.  S.  Vacancies. 

Any  vacancy  occurring  in  the  board  of  directors  may  be  filled  for  the 
unexpired  term  by  a  majority  vote  of  the  remaining  members.  In  event 
of  the  membership  of  the  board  falling  below  the  number  necessary  for  a 
quorum,  a  special  meeting  of  the  stockholders  shall  be  called  and  such 
number  of  directors  shall  be  elected  thereat  as  may  be  necessary  to  restore 
the  membership  of  the  board  to  its  full  number. 
Sec.  4.  Regular  Meetings. 

The  regular  meetings  of  the  board  of  directors  shall  be  held  in  the  office 
of  the  company,  in  the  city  of  New  York,  at  3  p.  m.,  on  the  second  Monday 
of  each  month,  if  not  a  legal  holiday,  but  if  a  legal  holiday,  then  on  the 
day  following. 
Sec.  5.  Special  Meetings. 

Special  meetings  of  the  board  of  directors  may  be  held  at  any  time  in 
the  office  of  the  company,  in  the  city  of  New  York,  on  the  written  call  of 
the  president  or  of  any  three  members  of  the  board.  Special  meetings  may 
be  held  at  any  time  and  place,  and  without  notice,  by  unanimous  consent 
of  the  board. 
Sec.  6.  Notice  of  Meetings. 

The  secretary  shall  notify  each  member  of  the  board  of  all  regular  or 
special  meetings,  by  mailing  to  each  member's  last  known  postoffice 
address,  postage  prepaid,  at  least  five  days  before  any  such  meeting,  a 
written  or  printed  notice  thereof,  giving  the  time,  place,  and,  in  case  of 
special  meetings,  the  objects  thereof;  and  no  other  business  shall  be  con- 
sidered at  any  such  meeting  than  shall  have  been  so  notified  to  the  members. 
Any  failure  or  irregularity  in  notice  of  a  regular  meeting  shall  not  affect 
the  validity  of  such  meeting,  or  of  the  proceedings  thereat. 
Sec.  7.  Quorum. 

A  majority  of  the  board  of  directors  shall  constitute  a  quorum,  and  a 
majority  vote  of  the  members  in  attendance  at  any  board  meeting  shall, 
in  the  presence  of  a  quorum,  decide  its  action.  A  minority  of  the  board 
present  at  any  regular  or  special  meeting  may,  in  the  absence  of  a  quorum, 
adjourn  to  a  later  date,  but  may  not  transact  any  business  until  a  quorum 
has  been  secured. 
Sec.  8.  Election  of  Officers. 

At  the  first  meeting  of  the  board  of  directors  after  the  election  of 
directors  each  year  a  president,  vice-president,  secretary,  treasurer,  general 
manager,  and  counsel,  shall  be  elected  to  serve  for  the  ensuing  year  and 
until  the  election  of  their  respective  successors.  Election  shall  be  by  ballot, 
and  a  majority  of  the  votes  case  shall  be  necessary  to  elect.  If  not  detri- 
mental to  the  business  or  operations  of  the  company,  any  two  ofiices  may 
be  conferred  upon  one  person.  The  directors  shall  fix  the  compensation 
of  officers,  subject  to  the  limitations  of  the  charter  and  the  by-laws.  Any 
vacancies  that  occur  may  be  filled  by  the  board  for  the  unexpired  term. 
The  board  shall  have  the  right  to  remove  any  officer  for  cause  by  a  two- 
thirds  vote  of  the  entire  membership  of  the  board. 
Sec.  9.  Compensation  of  Directors. 

Each  director  shall  receive  the  sum  of  five  dollars  as  compensation  for 
his  attendance  at  any  regular  or  special  meeting  of  the  board  of  directors, 
and   shall   receive   no   other   salary  or   compensation  for  his  services   as   a 
director  of  the  company. 
Sec.  10.  Poxver  to  Pass  By-Laws. 

The  board  of  directors  shall  have  no  power  to  amend,  alter  or  repeal 
the  by-laws,  but  may  pass  such  additional  by-laws  in  conformity  therewith 
ae  may  be  necessary  or  convenient  to  facilitate  the  business  of  the  company. 
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Sec.  11,  Executive  Committee. 

The  president,  vice-president  and  treasurer  shall  together  constitute  an 
executive  committee  which  shall  be  a  part  of  the  permanent  executive 
organization  of  the  company,  and  shall,  in  the  interim  between  meetings 
of  the  board  of  directors,  exercise  all  the  powers  of  that  body  in  accordance 
with  the  general  policy  of  the  company  and  the  directions  of  the  board. 

Meetings  of  the  executive  committee  shall  be  held  on  call  of  the  presi- 
dent, or  of  any  two  members  of  the  committee.  All  of  the  members  of  the 
committee  must  be  duly  notified  of  meetings,  and  a  majority  of  the  mem- 
bers shall  constitute  a  quorum.  The  executive  committee  shall  keep  due 
record  of  all  meetings  and  actions  of  the  committee,  and  such  records  shall 
at  all  times  be  open  to  the  inspection  of  any  director. 
Sec.  12.  Corporation  Offices. 

The  principal  office  of  the  company,  within  the  State  of  New  Jersey, 
shall  be  at  37  Broad  street,  Newark,  and  the  agent  therein  and  in  charge 
thereof  upon  whom  process  may  be  served  shall  be  the  Eegistration  and 
Trust  Company.  An  office  shall  also  be  maintained  in  New  York  City,  and 
such  other  offices  for  the  transaction  of  its  business  shall  be  maintained 
at  such  other  places,  in  or  outside  of  said  State,  as  may  be  determined 
upon  by  the  board  of  directors. 
Sec.  13.  Order  of  Business. 

The  regular  order  of  business  at  meetings  of  the  board  of  directors  shall 
be  as  follows : 

1.  Beading  and  disposal  of  any  unapproved  Minutes. 

2.  Eeports  of  Officers  and  Committees. 

3.  Unfinished  business. 

4.  New  business. 

5.  Adjournment. 

Article  IV. — Officers. 

Sec.  1.  Enumeration,  Election  and  Qualifications. 

The  officers  of  the  company  shall  be  a  president,  vice-president,  treas- 
urer, secretary,  general  manager,  and  counsel.  These  officers  shall  be  elected 
by  the  board  of  directors  at  the  first  regular  meeting  after  the  election  of 
directors  each  year,  and  shall  hold  office  for  the  term  of  one  year,  and  until 
their  respective  successors  are  duly  elected  and  qualified.  The  president  and 
vice-president  shall  be  elected  from  among  the  board  of  directors. 
Sec.  2.  The  President. 

The  president,  when  present,  shall  preside  at  all  meetings  of  the  stock- 
holders and  of  the  board  of  directors;  shall  sign  all  certificates  of  stock; 
shall  sign  or  countersign,  as  may  be  necessary,  all  such  bills,  notes,  checks, 
contracts  and  other  instruments  as  may  pertain  to  the  ordinary  course  of 
the  company's  business;  and  sign,  when  duly  authorized  thereto,  all  eon- 
tracts,  orders,  deeds,  liens,  licenses  and  other  instruments  of  a  special  nature. 

He  may,  also,  in  the  absence  or  disability  of  the  treasurer,  endorse 
checks,  drafts  and  other  negotiable  instruments  for  deposit  or  collection, 
and  shall,  with  the  secretary,  sign  the  minutes  of  all  meetings  over  which 
he  may  have  presided. 

At  the  first  regular  meeting  of  the  board  in  January  he  shall  submit  a 
complete  report  of  the  operation  of  the  company  for  the  preceding  year, 
together  with  a  statement  of  the  company  affairs  as  existing  at  the  close 
of  such  year,  and  shall  submit  a  similar  report  at  the  annual  meeting  of 
stockholders;  also,  he  shall  report  to  the  board  of  directors,  from  time  to 
time,  all  such  matters  coming  within  his  notice  and  relating  to  the  interests 
of  the  company,  as  should  be  brought  to  the  attention  of  the  board. 
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He  shall  be,  ex-officio,  a  member  of  all  standing  committees,  shall  have 
such  usual  powers  of  supervision  and  manageuieut  us  may  pertain  to  the 
office   of   president,    and   perform   such   other    duties   as   may    be   properly 
required  of  him  by  the  board  of  directors. 
Sec.  3.  The   Vice-President. 

The  vice-president  shall  familiarize  himself  with  the  affairs  of  the  com- 
pany, and,  in  the  absence,  disability  or  refusal  to  act  of  the  president,  shall 
possess  all  of  the  powers  and  perform  all  of  the  duties  of  that  officer. 
Sec.  4.  The  Secretary. 

The  secretary  shall  keep  full  minutes  of  all  meetings  of  the  stockholders 
and  of  the  board  of  directors;  shall  read  such  minutes  at  the  proper  sub- 
sequent meetings;  shaU  issue  all  calls  for  meetings  and  notify  all  officers 
and  directors  of  their  election;  shall  have  charge  of,  and  keep,  the  seal  of 
the  corporation,  and  affix  the  same  to  certificates  of  stock  when  such  cer- 
tificates are  signed  by  the  president  and  treasurer,  and  shall  affix  the  seal 
attested  by  his  signature,  to  such  other  instruments  as  may  require  the  same. 

He  shall  keep  the  stock  certificate  book  and  the  other  usual  corporation 
books,  and  shall  prepare,  record,  transfer,  issue,  seal  and  cancel  certificates 
of  stock  as  requii-ed  by  the  transactions  of  the  company  and  its  stock- 
holders. He  shall  also  sign,  with  the  president,  all  contracts,  deeds,  licenses 
and  other  instruments  when  so  ordered. 

He  shall  make  such  reports  to  the  board  of  directors  as  they  may  request, 
and  shall  also  prepare  such  reports  and  statements  as  are  required  by  the 
State  laws.  He  shall  make  out,  twenty  days  before  any  election  of  directors, 
a  complete  list  of  the  stockholders  entitled  to  vote  at  such  election,  arranged 
in  alphabetical  order,  and  giving  the  number  of  shares  of  stock  that  may 
be  voted  by  each,  and  shall  keep  the  same  open  to  inspection  at  the  office 
of  the  company  until  the  time  of,  and  during,  the  said  election.  He  shall 
allow  any  stockholder,  on  application  in  business  hours,  to  inspect  the  stock 
certificate  book,  the  stock  transfer  book  and  the  stock  ledger. 

He  shall  attend  to  such  correspondence,  and  to  such  other  duties  as 
may  be  incidental  to  his  office,  or  properly  be  assigned  him  by  the  board. 

He  shall  receive  such  salary,  not  exceeding  four  thousand  dollars  per 
annum,  as  may  be  fixed  by  the  board  of  directors. 
Sec.  5.  The  Treasurer. 

The  treasurer  shall  have  the  custody  of,  and  be  responsible  for,  all 
moneys  and  securities  of  the  company;  shall  keep  full  and  accurate  records 
and  accounts  in  books  belonging  to  the  company,  showing  the  transactions 
of  the  company,  its  accounts,  liabilities  and  financial  condition,  and  shall 
see  that  all  expenditures  are  duly  authorized  and  are  evidenced  by  proper 
receipts  and  vouchers.  He  shall  deposit  in  the  name  of  the  company,  in 
such  depositary  or  depositaries  as  are  approved  by  the  directors,  all  moneys 
that  may  come  into  his  hands  for  the  company  account.  His  books  and 
accounts  shall  be  open  at  all  times  during  business  hours  to  the  inspection 
of  any  director  of  the  company. 

The  treasurer  shall  also  endorse  for  collection  or  deposit  all  bills,  notes, 
checks  and  other  negotiable  instruments  of  the  company;  shall  pay  out 
money  as  may  be  necessary  in  the  transactions  of  the  company,  either  by 
special  or  general  direction  of  the  board  of  directors,  and  on  cheeks  signed 
by  the  president  and  himself,  and  shall  generally,  together  with  the  presi- 
dent, have  supervision  of  the  finances  of  the  company." 

He  shall  also  make  a  full  report  of  the  financial  condition  of  the  com- 
pany for  the  annual  meeting  of  the  stockholders,  and  shall  make  such  other 
reports  and  statements  as  may  be  required  of  him  by  the  board  of  directors 
or  by  the  laws  of  the  State.  '      - 
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He  shall  give  bond  in  the  sum  of  five  thousand  dollars,  with  sureties 
satisfactory  to  the  board  of  directors,  for  the  faithful  performance  of  his 
duties  and  for  the  restoration  to  the  company  in  event  of  his  death,  resig- 
nation or  removal  from  office,  of  all  books,  papers,  vouchers,  money  and 
other  property  belonging  to  the  company  that  may  have  come  into  his 
custody.  He  shall  receive  such  compensation,  not  exceeding  five  thousand 
dollars  per  annum,  as  may  be  fixed  by  the  board  of  directors. 
Sec.  6.  The  General  Manager. 

The  general  manager  shall,  under  the  supervision  of  the  board  of 
directors  and  the  president,  have  charge  of  and  manage  the  active  business 
operations  of  the  company.  He  shall  perform  such  further  duties  and 
make  such  reports  as  may  be  required  of  him  by  the  board  of  directors, 
and  shall  receive  such  salary,  not  exceeding  five  thousand  dollars  per  annum, 
as  may  be  fixed  by  the  board. 
Sec.  7.  Counsel. 

Counsel  of  the  company  shall  prepare  all  such  contracts  and  agreements 
required  in  the  business  of  the  company  as  may  be  referred  to  him  by  its 
officers;  and  shaU  inspect  and  pass  upon  all  such  instruments  presented  to 
the  company  as  may  be  of  sufficient  importance  to  justify  such  examma- 
tion ;  also  he  shall  advise  with  the  officers  of  the  company  in  all  such  legal 
matters  pertaining  to  the  affairs  of  the  company  as  may  require  his  con- 
sideration. He  shall  receive  such  annual  retainer,  not  exceeding  fifteen 
hundred  dollars  per  annum,  as  may  be  fixed  by  the  board  of  directors,  and 
such  other  moneys  as  may  be  necessary  to  reimburse  him  for  extraordi- 
nary services,  such  as  attendance  in  court,  etc. 

Article  V. — Dividends  and  Finances. 

Sec.  1.  Dividends. 

Dividends  nhall  be  declared  at  such  times  as  the  board  may  direct,  but 
no  dividend  shall  be  declared  or  paid,  save  from  surplus  profits  remaining 
after  all  current  liabilities  of  the  company  have  been  fully  paid;  nor  shall 
any  dividend  be  declared  that  would  impair  the  capital  of  the  company. 
Sec.  2.  Beserve  Fund. 

No  dividend  to  exceed  six  per  cent,  per  annum  shall  be  declared  by 
the  board  of  directors  until  there  shall  have  been  accumulated  from  surplus 
profits  a  reserve  fund  of  twenty-five  thousand  dollars,  such  fund  to  be  used 
for  the  extension  or  enlargement  of  the  business  of  the  company  and  the 
betterment  of  its  plant,  or  for  such  other  purposes  as  may  be  necessary 
or  advisable. 
Sec.  3.  Deit. 

No  debt  shall  be  contracted,  nor  liability  incurred,  nor  contract  made 
by  or  on  behalf  of  this  company  in  excess  of  one  thousand  dollars,  unless 
the  same  be  authorized  or  directed  by  the  by-laws  or  by  a  duly  recorded 
two-thirds  vote  of  the  entire  board  of  directors  at  a  regular  meeting,  or  at 
a  special  meeting  called  for  the  purpose. 
Sec.  4.  Banh  Deposits. 

The  treasurer  shall  deposit  the  moneys  of  the  company  as  the  same 
may  come  into  his  hands,  in  such  depositary  or  depositaries  as  may  be 
designated  by  the  board  of  directors,  and  such  deposits  shall  be  made  in 
the  name  of  the  company,  and  moneys  shall  be  withdrawn  theretrom  only 
by  check  signed  by  the  treasurer  and  countersigned  by  the  president. 
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Article  VI. — Sundry  Provisions. 

Sec.  1.  Corporate  Seal. 

The  corporate  seal  of  the  company  shall  consist  of  two  concentric  circles, 
between  which  shall  be  the  name  of  the  company,  and  in  the  center  shall 
be  inscribed  "Incorporated  1910,  New  Jersey,"  and  such  seal,  as  impressed 
on  the  margin  hereof,  is  hereby  adopted  as  the  corporate  seal  of  the 
company. 
Sec.  2.  Penalties. 

Any  officer,  director  or  stockholder  who  shall  disobey  or  violate  any  of 
the  provisons  of  these  by-laws  shall  be  fined  in  an  amount  not  to  exceed 
twenty  dollars,  such  fine  to  be  imposed  by  the  board  of  directors,  and,  if  not 
paid  at  the  time,  to  be  deducted  from  any  salary  or  dividend  then  due 
or  that  may  thereafter  become  due  said  person. 
Sec.  3.  Amendment. 

These  by-laws  may  be  amended,  repealed  or  altered,  in  whole  or  in  part, 
at  any  regular  meeting  of  the  stockholders,  or  at  any  special  meeting  where 
such  action  has  been  duly  announced  in  the  call,  provided  that  a  majority 
of  the  entire  voting  stock  of  the  company  shall  vote  for  such  amendment, 
repeal  or  alteration. 

The  board  of  directors  shall  have  no  power  to  amend,  alter  or  repeal  the 
by-laws,  but  may  pass  such  additional  by-laws  in  conformity  therewith  as 
may  be  necessary  or  convenient  to  facilitate  the  business  of  the  company. 


"Trusts  and  combinations  have  well-nigh  exhausted 
the  resources  of  boundless  capital,  of  human  skill,  and 
business  ability,  in  saving  the  last  fraction  of  a  cent  of 
cost  at  every  stage  of  every  process  they  control.  Their 
peculiar  relations  with  railroads  have  enabled  them  to 
command  the  lowest  living  rates  for  transportation  of 
their  products  to  the  seaboard.  You  cannot  reduce  an 
irreducible  minimum." — C.  R.  Miller,  Editor-in-CJiief 
of  New  York  Times. 


CHAPTER  VII. 

VARIOUS  FORMS  OF  STOCK. 

In  "close"  corporations — those  in  which  the  stock  is 
held  bj^  a  few  individuals,  who  are  all  actively  identified 
with  the  management,  and  whose  holdings  are  not  on 
the  market — the  matter  of  fmancial  detail  is  an  miim- 
portant  one,  being  arranged  to  suit  the  ideas  of  those 
directly  interested.  It  concerns  nobody  outside  of  this 
circle.  In  large  corporations,  however,  especially  those 
the  securities  of  which  are  traded  in,  or  taken  as  invest- 
ment by  the  general  public,  the  matter  of  financial  detail 
is  one  of  serious  importance. 

Under  this  term,  "financial  detail,"  may  be  grouped 
the  amount  and  classes  of  stock,  the  amount  and  classes 
of  bonds,  denomination  of  same,  security  on  which  they 
are  based,  amount  of  interest  the  various  securities  are 
to  bear,  how  they  are  to  be  marketed,  and  everything  of 
this  nature. 

What  "Stock"  Stands  For. 

Stock  is  the  foundation  of  the  working,  or  operating 
capital  of  a  corporation.  It  has  no  foundation  of  value 
under  it  except  such  as  may  be  acquired  by  the  profitable 
operation  of  the  enterprise.  It  represent  merely  such 
amounts  of  money,  services  or  property,  as  may  be 
turned  over  to  the  company  to  be  used  in  its  business, 
101 
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and  often — in  cases  where  no  adequate  value  has  been 
given — not  even  this.  Despite  this,  the  object  of  the 
various  States  in  requiring  a  stipulated  amount  of  capi- 
tal stock  as  a  pre-requisite  of  incorporation  is  to  protect 
such  peoj)le  as  may  have  dealings  with  a  corporation, 
and  extend  to  it  credit  as  they  would  to  an  individual. 
This  is  the  theory,  but  it  is  fallacious.  The  mere  fact 
that  a  corporation  has  been  organized  with  $500,000  of 
capital  stock  does  not  mean  that  it  is  good  for  even  one- 
half  that  amount  of  indebtedness.  Suppose — and  this 
is  not  an  exaggerated  illustration — that  the  major  part 
of  this  $500,000  worth  of  stock  has  been  issued,  in  the 
guise  of  "payment  for  services,"  to  a  promoter.  What 
tangible  asset  of  value  is  there  left  to  protect  the 
creditors?  The  question  of  the  value  of  the  promoter's 
services  is  purely  problematical.  These  services  may, 
or  may  not,  be  of  great  value  to  the  corporation.  But 
will  they  pay  such  debts  as  the  corporation  may  incur? 
Evidently  not. 

What  Stock  Should  Mean. 

Back  of  all  stock  should  be  some  actual,  tangible 
substance,  of  at  least  equal  value  to  the  face  of  the 
stock  issued  against  it.  If  $100,000  in  stock  is  issued 
there  should  be  $100,000  in  the  corporation  treasury. 
Not  all  in  money,  perhaps,  but  in  some  adequate  repre- 
sentative of  money.  This  may  be  in  the  form  of  the 
liabihty  of  responsible  stockholders  for  the  unpaid  parts 
of  their  subscriptions,  or  in  real  or  personal  property, 
such  as  is  necessary  in  the  transaction  of  the  corpora- 
tion's business  and  which  has  been  exchanged,  at  a  fair 
market  valuation,  for  stock. 
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Subscribers  Should  be  Responsible. 
The  word  "responsible"  is  used  advisedly  in  connec- 
tion with  stockholders.  In  States  where  it  is  not  com- 
pulsory that  full  cash  payment  shall  be  made  at  time 
of  subscription,  there  is  nothing  to  prevent  men  of  lim- 
ited means  from  subscribing  for  stock,  making  a  small 
cash  payment,  and  promising  to  pay  the  balance  at  some 
future  time.  Should  the  company  fail  these  stock- 
holders are  liable  for  the  unpaid  amount  of  their  sub- 
scription, but  if  they  are  without  means  what  does  the 
hability  amount  to?  How  is  it  to  be  converted  into 
an  asset  for  the  benefit  of  the  creditors  if  the  dehnquent 
subscribers  have  no  property  or  other  assets  which  can 
be  levied  upon? 

Various  Kinds  of  Stock. 

There  are  nine  distinct  kinds  of  stock  which  may  be 
issued  by  a  corporation,  unless  specifically  prohibited 
by  the  statutes  of  some  particular  State.    These  are : 

Common  stock,  preferred  stock,  guaranteed  stock, 
interest-bearing  stock,  special  stock,  treasury  stock, 
deferred  stock,  convertible  stock,  and  founders'  stock. 

Common  stock  is  the  ordinary  stock  of  a  corporation. 
It  carries  with  it  no  special  rights  or  privileges  beyond 
that  of  voting,  and  does  not  draw  dividends  until  all 
other  dividend  and  interest  obligations  of  the  corpora- 
tion are  paid.  In  many  corporations  the  right  of  voting 
is  confined  solely  to  holders  of  common  stock.  This 
is  supposed  to  place  it  on  an  equality  with  the  other 
classes  which  are  preferred  in  the  matter  of  dividends. 
Holders  of  common  stock  are  also  owners  of  the  cor- 
poration business  and  assets. 
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What  Preferred  Stock  Is. 

Preferred  stock  is  that  which  is  given  a  preference 
in  the  distribution  of  profits.  The  rate  of  dividend  is 
generally  named  on  the  share  certificates.  If  the  rate 
is  7  percent,  the  stock  is  known  as  "7  percent  preferred 
stock."  This  means  that  when  the  corporation  earns 
money  enough  to  warrant  the  payment  of  dividends  7 
percent  will  be  paid  on  the  preferred  before  any  pay- 
ment is  made  on  the  common  stock. 

Preferred  stock  is  either  cumulative  or  non-cumu- 
lative. If  of  the  former  class  the  dividends  may  accu- 
mulate and  be  paid  at  some  future  time.  Take,  for  in- 
stance, a  corporation  which  in  1909  earned  only  enough 
to  pay  4  percent  dividends  on  its  7  percent  preferred 
stock.  In  1910  its  earnings  were  large  enough  to  war- 
rant payment  of  the  full  7  percent,  and  also  the  3  per- 
cent due  from  the  previous  year.  This  entire  10  per- 
cent must  be  paid  before  dividends  are  paid  on  the  com- 
mon shares. 

Non-cumulative  shares  do  not  carry  this  right  of 
accumulation.  If  the  earnings  do  not  warrant  payment 
of  the  full  7  percent  the  holder  of  the  stock  loses  all 
equity  in  future  payment,  so  far  as  the  back  amount 
is  concerned.  His  only  recourse  is  an  application  for  a 
receiver  on  the  grounds  that  payment  is  in  default.  It 
is  a  very  unusual  form  of  stock,  and  not  popular. 

Other  Kinds  of  Preferred  Stock. 

Leaving  the  cumulative  and  non-cumulative  forms 
out  of  consideration,  there  are  three  other  kinds  of  pre- 
ferred stock.    One  of  them  is  that  on  which  the  amount 
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of  dividends  is  perpetually  limited  to  the  percent  orig- 
inally named,  no  matter  what  the  earnings  may  be.  In 
this  case  any  surplus  over  the  7  i)ercent  goes  to  the  com- 
mon stock. 

Then  there  is  a  preferred  stock  on  which,  in  addition 
to  the  7  percent,  all  surplus  earnings  are  divided  equally 
between  the  preferred  and  common  after  an  agreed- 
upon  dividend  has  been  paid  on  the  latter.  This  is 
a  favorite  form  with  investors.  It  works  in  this  way: 
The  original  7  percent  has  been  paid  on  the  preferred, 
and  there  is  enough  surplus  to  pay  8  percent  (the 
agreed-upon  rate)  on  the  common,  still  leaving  another 
4  percent  to  be  divided  between  the  two  classes.  In  this 
event,  allowing  that  the  sum  total  of  each  class  is  equal, 
the  holders  of  both  the  preferred  and  common  would 
receive  an  extra  2  percent. 

Still  another  classification  is  that  of  preferred  stock 
which  may  be  cancelled  and  retired  by  vote  of  the  holders 
of  the  common  stock  on  payment  of  its  par  value.  Pre- 
ferred stock,  as  a  general  rule,  carries  no  voting  right. 

Guaranteed  Stock  a  Misnomer. 
Guaranteed  stock,  in  its  proper  meaning,  is  simply 
stock  on  which  the  corporation  agrees  to  pay  a  fixed 
rate  of  dividend  before  the  holders  of  common  stock 
receive  anything.  It  is  nothing  more  nor  less  than 
cumulative  preferred  stock,  and  is  not  in  any  way  guar- 
anteed as  regards  the  jDositive  payments  of  the  stated 
rate  of  dividend.  It  carries  merely  an  unsecured  agree- 
ment, a  promise  of  the  corporation,  that,  if  the  earnings 
w^arrant  it,  a  certain  fixed  rate  of  dividends  will  be  paid 
before  dividends  are  paid  on  the  common  stock. 


106  VARIOUS    FORMS    OF    STOCK. 

It  is  impossible  for  a  corporation  to  "guarantee"  its 
own  stock  in  the  proper  meaning  of  the  word.  It  may- 
promise  or  agree  to  do  a  certain  thing  in  the  event  of 
certain  conditions  arising,  but  it  cannot  guarantee  that 
such  conditions  will  arise,  and  consequently  its  so-called 
guarantee  becomes  a  mere  promise  without  any  security 
back  of  it. 

One  Kind  of  Guaranteed  Stock, 

There  is,  however,  such  a  thing  as  guaranteed  stock. 
This  is  made  possible  when  another  corporation,  other 
than  the  one  issuing  the  stock,  guarantees  the  carrying 
out  of  pledges  or  promises  made  by  the  issuing  corpo- 
ration. Thus,  if  one  corporation  leases  its  industry  to 
another,  the  lessee,  as  an  inducement  to  the  public  to 
invest,  may  guarantee  the  payment  of  dividends  on  the 
stock  of  the  lessor  corporation.  The  worth  of  this  guar- 
antee depends  upon  the  ability  of  the  guaranteeing  cor- 
poration to  make  good. 

Interest  Bearing  and  Special  Stock. 

Sometimes,  as  an  inducement  to  investors,  corpora- 
tions allow  a  fixed  rate  of  interest  upon  subscriptions 
made  on  stock  account,  in  some  instances  limiting  the 
payment  of  such  interest  to  the  time  when  it  is  ready 
to  begin  business,  and  in  others  to  the  time  when  the 
payment  of  dividends  is  begun.  Such  agreements,  how- 
ever, are  open  to  legal  attack  by  interested  parties  who 
may  be  injured  thereby,  and  while  no  cases  of  actual 
trial  are  on  record,  it  is  reasonably  certain  that  the  per- 
sons receiving  such  interest  could  be  held  liable  to 
restore  the  amounts  paid  to  them. 
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In  only  one  State — jNIassacliusetts — is  special  stock 
authorized.  There  it  is  limited  to  two-thirds  of  the 
actual  amount  of  the  capital  stock  of  the  corporation, 
and  is  subject  to  redemption  at  a  stated  time.  The 
holder  of  this  stock  is  exempt  from  liabihty  beyond  the 
amount  subscribed,  and  receives  a  fixed  interest.  While 
authorized  by  statute  it  is  probable  that  stock  issues  of 
this  nature  could  be  successfully  attacked  on  the  ground 
of  creating  a  favored  class  of  preferred  creditors. 

Treasury  and  Deferred  Stock. 

Some  authorities  hold  that  treasury  stock  means  only 
such  shares  as  have  been  once  issued  and  disposed  of, 
and  by  some  means,  either  redemption  or  for  value  re- 
ceived in  some  way,  have  come  back  into  the  possession 
of  the  corporation.  A  much  more  rational  definition  is, 
stock  authorized  by  the  articles  of  incorporation,  but 
not  subscribed  for  or  issued.  It  is  an  asset  of  the  cor- 
poration, and  may  be  sold  or  otherwise  disposed  of,  pro- 
vided its  actual  value  is  covered  into  the  treasury  of  the 
corporation.  It  is  by  sales  of  treasury  stock  that  much 
of  the  working  capital  is  provided.  Treasury  stock  car- 
ries no  voting  powers,  nor  does  it  draw  dividends  so 
long  as  it  remains  in  the  treasury.  When  sold  to  a  bona 
fide  purchaser,  for  cash  or  its  equivalent,  it  assumes 
automatically  the  same  rights  and  earning  powers  as 
other  stock. 

Deferred  stock  is  that  on  which  dividends  are  deferred 
until  all  other  classes  of  securities  have  been  provided 
for.  Sometimes  sellers  of  equipment  will  take  this  form 
of  stock  in  partial  payment  of  their  wares,  depending 
upon  the  success  of  the  corporation  venture  to  make  it 


108  VARIOUS  FORMS  OF  STOCK. 

of  value,  aside  from  its  right  of  sharing  in  the  distribu- 
tion of  the  corporation  assets. 

Founders'  and  Convertible  Shares. 

Founders'  shares  are  shares  generally  issued  to  pro- 
moters or  founders  in  payment  for  their  services  in  the 
founding  or  organizing  of  a  new  corporation.  They  are 
little  known  in  tliis  country,  being  essentially  an  Eng- 
lish product.  In  America  promoters,  as  a  rule,  secure  a 
share  of  the  common  and  preferred  stock,  and  frequently 
part  of  the  bonds  as  well.  Shares  of  this  description 
(founders')  are  virtually  nothing  more  nor  less  than 
deferred  stock.  They  do  not  share  in  the  earnings  imtil 
all  other  securities  have  been  provided  for. 

Convertible  stock  is  comparatively  new.  It  is  con- 
vertible ink)  bonds  at  the  option  of  the  holder  of  the 
stock,  and  for  this  reason  is,  in  certain  emergencies, 
especially  valuable.  In  the  case  of  a  company,  the  stock 
of  which  is  greatly  depreciated  in  value,  with  the  bonds 
remaining  at  a  fair  price,  conversion  of  the  stock  into 
bonds  becomes  a  most  valuable  and  profitable  right.  At 
present,  such  conversion  is  permissible  mainly  in  New 
Jersey,  and  a  few  other  States  which  have  similar  laws. 

Evils  of  Convertible  System. 
Among  investors,  people  who  buy  securities  for  their 
soundness  and  earning  power,  convertible  stock  is  not 
usually  in  favor.  Speculators,  and  men  who  engage  in 
manipulation  of  the  market,  on  the  contrary,  find  in  it  a 
powerful  aid  in  their  money-making  deals.  Properly 
handled,  that  is  used  merely  as  an  insurance  or  protec- 
tion against  loss  by  those  who  have  invested  their  money 
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in  a  corporation,  convertible  stock  answers  a  legitimate 
purpose. 

An  investor  who  is  holding  a  lot  of  convertible  stock, 
the  market  value  of  which  has  declined  sharply,  causing 
him  serious  loss,  may  recoup  that  loss  by  converting  his 
stock  into  bonds,  the  market  value  of  which  holds  rea- 
sonably steady  because  of  the  actual  security  back  of 
the  bonds. 

It  is  possible,  however,  for  unscrupulous  gamblers 
active  in  the  control  of  a  corporation  to  so  manipulate 
its  affairs  as  to  cause  depression  in  the  market  price  of 
the  stock,  then  buy  up  this  stock  and  exchange  it  for 
bonds,  thus  reaping  a  large  profit. 

Stock  Given  as  Bond  Bonus. 
It  is  not  uncommon  for  corporations  to  give  a  stock 
bonus  in  connection  with  the  sale  of  their  bonds.  This 
is  generally  treasury  stock,  and,  while  actually  given 
away,  is  issued  as  "full  paid  and  non-assessable."  Under 
a  strict  interpretation  of  the  law  the  persons  in  whose 
names  such  shares  are  recorded  are  hable  to  the  same 
extent  as  others  who  may  not  have  paid  in  full  for  stock 
bought  or  subscribed  for  in  the  ordinary  manner.  Under 
this  same  strict  interpretation  of  the  law  it  is  illegal  for 
a  corporation  to  give  away,  or  otherwise  dispose  of,  at 
less  than  full  value,  any  part  of  its  stock. 

Illegality  of  Bond  Bonus  Stock. 
There  is  no  legitimate  manner  in  which  new,  never- 
issued  stock  can  be  given  away  as  a  bond  bonus,  and 
classified  as  "full-paid  and  non-assessable."    Smart  cor- 
poration lawyers  contend  that  the  value  of  the  stock 
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is  received  in  the  price  paid  for  the  bonds,  but  this  is  a 
form  of  special  pleading  which  is  not  hkely  to  receive 
the  sanction  of  an  honest  court. 

In  common  law,  and  by  the  statutes  of  numerous 
States,  it  is  obligatory  that  all  stock,  at  time  of  original 
issue,  be  fully  paid  for.  When  new  stock  is  given  as  a 
bond  bonus  it  is  an  original  issue.  The  corporation  must 
have  full  par  value  for  it  covered  into  the  treasury.  It 
cannot  be  honestly  contended  that  the  money  received 
for  the  bonds  represents  this  value  as  the  bonds  repre- 
sent a  loan  which  is  secured  by  mortgage  on  the  cor- 
poration property,  thus  increasing  the  indebtedness  of 
the  concern. 

In  an  issue  of  this  kind  the  buyers  of  bonds  who 
receive  stock  as  a  bonus  are  the  original  subscribers  for 
that  stock  and  as  such  are  liable,  in  case  of  trouble,  for 
its  full  face  value,  no  matter  what  promises  or  induce- 
ments to  the  contrary  may  be  made  by  the  corporation. 

How  Stock  is  Given  Away. 

During  the  process  of  incorporation  and  organization 
all  stock  subscribed  for  must  be  paid  for  at  full  par 
value,  either  in  spot  cash  or  installments,  as  may  be 
called  for,  or  in  services  or  property.  No  contract  or 
agreement  to  accept  part  payment  on  such  stock  and 
issue  it  as  full  paid  and  non-assessable  will  be  binding 
as  against  the  claims  of  creditors.  Such  a  contract  will 
hold  good  between  the  corporation  and  its  shareholders 
so  long  as  creditors  do  not  interfere,  and  to  this  extent 
only. 

Should  it  be  considered  necessary  or  advisable  to  raise 
more  funds,  and  the  plan  is  approved  by  the  stock- 
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holders,  such  shares  as  remain  in  the  treasury  may  be 
disposed  of  at  any  price  that  is  satisfactory  to  the  cor- 
poration, or  given  away,  provided  they  have  been  once 
paid  for  and  in  some  manner  covered  back  into  the 
treasury.  The  courts  uphold  this  practice  because  the 
stock  goes  on  the  market  to  be  traded  in,  and  it  would  be 
impossible  for  the  public  to  distinguish  between  stock 
thus  issued  and  that  put  out  and  paid  for  in  the  regular 
manner.  If  effort  were  made  to  draw  the  line  between 
the  two,  it  would  lead  to  endless  confusion  and  litiga- 
tion, and  the  public  would  have  no  means  of  ascertaining 
its  liability  on  stock  purchases.  Under  the  prevailing 
system,  every  share  of  stock  sold  and  passing  from  the 
possession  of  the  original  subscriber  is  full  paid,  so  far 
as  the  new  holder  is  concerned.  Should  there  be  any 
liability  for  unpaid  subscription  it  attaches  to  the  orig- 
inal subscriber,  and  this  he  cannot  evade  by  sale  or 
transfer. 

Liability  on  Unpaid  Stock. 

In  issuing  as  "full  paid  and  non-assessable,"  stock, 
for  which  the  corporation  has  received  no  actual  value, 
or  only  part  value,  the  officials  of  the  company  put 
themselves  in  a  pecuhar  position.  There  is  no  doubt 
but  what  such  an  arrangement  would  be  binding  as 
between  the  corporation  and  the  stockholders  to  the 
extent  of  putting  the  latter  in  a  position  to  successfully 
resist  any  subsequent  effort  which  might  be  made  by 
the  corporation  to  compel  the  stockholders  to  make  pay- 
ment on  their  stock.  But  the  issue  of  stock  without 
adequate  value  received  can  in  no  way  relieve  the  stock- 
holders from  their  liability  to  creditors. 
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While  stockholders  could  not  be  forced  by  the  corpo- 
ration to  make  payment  to  the  corjDoration  treasury 
when  such  an  agreement  exists,  they  could  be  forced  to 
pay  over  to  the  corporation  creditors  such  amounts  as 
remain  unpaid  on  the  stock  they  hold,  provided  they 
had  property  which  could  be  levied  on. 

Innocent  Holders  Not  Liable. 

If  such  unpaid  stock,  however,  passes  out  of  the 
hands  of  the  original  holders  in  a  legitimate  manner, 
there  can  be  no  recovery,  by  either  corporation  or  cred- 
itors, from  the  new  holders.  Liability  attaches  to  the 
original  holders  only. 

There  can  be  no  mistake  as  to  the  law,  and  the  rulings 
of  the  courts  on  this  subject.  Ignorance  of  the  law 
will  not  relieve  the  original  holder  of  such  stock  from 
responsibility — it  is  a  responsibility,  a  risk,  which  he 
voluntarily  assumes  when  he  accepts  shares  thus  issued. 

Here  we  have  another  application  of  the  law  of  ultra 
vires.  Whenever  there  is  a  provision  as  to  stock  pay- 
ments in  a  State  statute  (and  such  provision  is  found  in 
nearty  every  State)  corporation  officials  who  violate  it 
by  issuing  unpaid  stock  as  full  paid  are  doing  it  without 
authority  and  consequently  the  act  is  null  and  void. 

Danger  of  Over-Issues. 

The  amount  of  stock  which  may  be  legally  issued  by 
a  corporation  is  always  named  in  the  articles  of  incor- 
poration. Should  an  increase  be  desired  it  must  first 
be  formally  authorized  by  the  stockholders,  and  the 
amended  articles  of  incorporation  approved  by  the  State 
authorities.    Any  extra  issue  of  stock  not  provided  for 
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and  legalized  in  this  manner  is  null  and  void,  and  as 
worthless  as  waste  paper,  even  in  the  hands  of  an  inno- 
cent purchaser.  If  the  directors  perform  their  duties 
properly  it  is  impossible  for  any  over-issue  of  stock  to 
be  long  continued  without  their  connivance.  In  the 
case  of  dishonest  officials,  such  a  fraud  may  occur  at 
any  time,  but  it  will  be  limited  in  amount  and  of  short 
duration  if  the  directors  are  reasonably  watchful. 

Many  Directors  are  Negligent, 
Unfortunately,  there  are  many  directors  who  perform 
their  duties  in  a  purely  perfunctory  manner.  They  take 
it  for  granted  that  everything  is  all  right,  glance  cur- 
sorily at  such  reports  as  may  be  presented  to  them,  and 
never  think  of  looking  carefully  into  the  books,  espe- 
cially those  containing  the  record  of  stock  issued.  It 
was  this  carelessness  in  the  performance  of  their  duties 
which  has  led  to  the  adoption  by  most  States  of  laws 
which  make  these  officials  personally  responsible  for 
such  wrongdoing  as  may  occur. 

One  Great  Historic  Fraud. 

Away  back  in  1843,  before  corporations  were  hedged 
with  safeguards  as  they  are  at  present,  the  president  and 
transfer  agent  of  the  New  York  &  New  Haven  Rail- 
road Company  put  out  a  fraudulent  issue  of  stock,  to 
the  amount  of  $2,000,000.  The  authorized  capital  stock 
of  the  company  was  $3,000,000,  but,  by  manipulation 
of  the  records,  Schuyler,  the  offending  president,  raised 
the  amount  of  stock  outstanding  to  $5,000,000,  the  over- 
issue being  made  for  his  own  personal  gain.  This  fraud 
was  continued  for  eleven  years,  to  1854.     During  alx 


114  VARIOUS  FORMS  OF  STOCK. 

this  time,  the  fraudulent  shares  were  traded  in  and 
passed  current  among  the  pubhc,  being  received  as  the 
legitimate  output  of  the  company.  In  this  process, 
much  of  the  fraudulent  issue  became  so  mixed  and  inter- 
mixed with  the  genuine,  by  frequent  transfers,  that  it 
was  impossible  to  distinguish  between  the  two. 

Courts  Decide  for  Company. 

Finally  there  was  an  exposure,  and  the  company  re- 
pudiated the  illegal  stock.  By  this  time  the  fraudulent 
issue  was  in  the  hands  of  S24i  persons,  many  of  them 
owners  of  legitimate  stock  which,  with  the  fraudulent, 
was  represented  by  one  certificate.  IMany  of  these 
holders  brought  action  against  the  company  and  the 
case  was  in  the  courts  for  years,  being  finally  decided 
in  favor  of  the  corporation  on  the  ground  that  the  issue, 
being  in  excess  of  the  authorized  capital,  was  illegal  in 
itself.  The  criminahty  of  Schuyler  was  not  in  question 
in  these  proceedings. 

Issued  Without  Value  Received. 

Another  point  which  was  sustained  by  the  courts  was 
that,  leaving  out  of  question  the  legality  of  the  amount 
of  the  issue,  the  fraudulent  stock  was  issued  without 
value  of  any  kind  being  received  by  the  corporation. 
Schuyler,  it  is  true,  was  properly  authorized  to  issue 
stock,  but  only  under  the  conditions  imposed  in  the 
by-laws.  One  of  these  conditions  was  that  the  stock 
should  be  paid  for.  This  condition  was  violated  by 
Schuyler,  and  hence  his  action  was  illegal  and  the  stock 
thus  issued  was  void. 
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Plea  of  No  Consideration  Upheld, 

Whenever  Schuyler  wanted  funds  he  would  make  out 
a  certificate  for  a  certain  number  of  shares  in  the  name 
of  some  member  of  a  firm  in  which  he  was  interested. 
This  would  be  sold  and  the  proceeds  diverted  to  Schuy- 
ler's personal  use.  The  corporation  got  nothing.  There 
was  no  pretense  of  paying  it  anything.  In  affirming 
the  validity  of  the  corporation's  plea  of  "no  considera- 
tion," the  Supreme  Court  of  New  York  estabhshed  in 
law  the  principle  which  is  now  a  feature  in  most  of  the 
State  statutes — that  there  must  be  some  actual,  bona 
fide  substance  of  value  given  in  payment  for  such  stock 
as  may  be  issued. 

Evidence  of  Stock  Ownership. 

When  a  person  subscribes  for  stock  in  a  corporation 
he  is  entitled  to  receive  from  the  company  evidence  of 
such  investment.  This  is  issued  in  the  form  of  a  stock 
certificate — the  shares  themselves  are  not  issued  as  is 
the  case  with  bonds.  The  certificate  merely  certifies 
that  Thomas  Brown,  or  some  other  specific  individual, 
is  the  owner  of  a  stated  number  of  shares  in  the 
company. 

This  certificate,  when  properly  endorsed  by  the 
owner,  becomes  a  negotiable  instrument  which  Thomas 
Brown  may  dispose  of  at  his  pleasure  without  consult- 
ing the  company.  His  endorsement,  which  must  be 
honored  by  the  company's  transfer  agent,  makes  the 
passing  of  title  to  the  ownership  of  the  shares  easy  and 
simple. 

It  should  be  remembered  that  "shares"  are  an  in- 
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Ordinary  Form  of  Stock  Certificate. 
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tangible  quantity.  The  word  is  used  merely  as  repre- 
sentative of  a  man's  ownership  interest,  his  share,  in 
the  corporation  property.  Certificates,  on  the  contrary, 
are  actual  and  tangible.  They  exist  and  may  be  passed 
from  hand  to  hand.  With  slight  modifications,  the 
form  of  certificates  is  virtually  the  same  in  all  instances. 

Use  of  Assignment  Blank. 

On  the  back  of  every  stock  certificate  should  be 
printed  in  blank  an  assignment  of  ownership.  This  is 
to  expedite  the  transfer  of  stock  interests  by  making 
the  certificate  negotiable  to  the  extent  of  making  the 
passing  of  title  as  simple  as  possible.  When  a  person 
holding  an  original  certificate  in  his  own.  name  desires 
to  dispose  of  it  he  signs  the  assignment  in  blank,  omit- 
ting the  name  of  the  party  to  whom  ownership  is  to 
be  transferred.  If  the  buyer  desires  to  hold  the  stock 
in  his  own  name  he  writes  his  name  in  the  space  left 
for  this  purpose  and  presents  it  for  transfer  at  the  com- 
pany's office,  receiving  a  new  certificate  in  his  own 
name. 

It  frequently  happens,  however,  in  stock  trading,  that 
the  party  buying  the  certificate  does  not  intend  to  retain 
possession.  He  buys  it  simply  in  the  course  of  business 
and  is  hable  to  dispose  of  it  within  an  hour  or  so  after 
he  has  bought  it.  Consequently,  it  expedites  business 
to  leave  the  name  of  the  party  to  whom  ownership 
passes  blank,  until  the  certificate  finally  comes  into  the 
possession  of  someone  who  wishes  to  retain  it  perma- 
nently. In  this  form  it  is  possible  for  a  certificate  to 
pass  through  the  hands  of  a  hundred  or  more  owners 
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before  necessity  arises  for  making  an  actual  transfer 
of  record  on  the  books  of  the  company. 
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Referring  back  to  the  matter  of  preferred  stock,  it 
may  be  said  that  it  is  the  tendency  now  to  "prefer" 
such  stock  in  a  final  distribution  of  assets  as  well  as  in 
payment  of  dividends. 


CHAPTER  VIII. 

BONDS— WHAT  THEY  REPRESENT. 

Bonds  are  a  form  of  corporation  obligation  separate 
and  distinct  from  the  stock  shares.  They  are  in  reahty 
promissory  notes  based  on  some  form  of  security,  gener- 
ally a  mortgage.  A  share  of  stock  represents  nothing 
but  an  undivided  interest  in  the  corporation  property 
which  becomes  of  value  only  when  the  corporation's  ven- 
ture is  successful  and  profitable.  Stock,  to  this  extent, 
is  an  intangible,  indefinite  quantity  so  far  as  actual  value 
is  concerned.  Bonds,  on  the  other  hand,  represent  some- 
thing which  is  supposed  to  be  of  actual,  marketable 
value.  There  are  five  commonly  used  forms  of  bonds. 
These  are : 

Mortgage  bonds. 
Equipment  bonds. 
Collateral  trust  bonds. 
Debentures. 
Income  bonds. 

How  Bonds  Are  Classified. 

Mortgage  bonds,  as  the  name  signifies,  are  secured 
by  a  mortgage  or  trust  deed  on  the  corporation  prop- 
erty, which  is  held  by  a  trustee  as  a  pledge  for  the  pay- 
ment of  the  interest  and  principal  of  the  bonds.  These 
are  called  first,  second  or  third  mortgage  bonds,  accord- 
ing to  the  series  issued. 
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Equipment  bonds  are  those  issued  in  payment  for 
equipment,  the  security  being  a  Hen  on  this  equipment 
only. 

Collateral  trust  bonds  are  issued  against  the  securities 
of  other  corporations  which  a  company  may  own.  Rail- 
ways which  own  stock  and  bonds  in  other  roads  often 
issue  collateral  trust  bonds  against  them,  depositing 
the  stock  and  bonds  of  the  other  corporations  in  the 
hands  of  a  trustee  as  collateral. 

Debentures.  This  is  a  form  of  bond  rarely  used  in 
this  country  except  among  railroads.  It  has  no  special 
security  in  the  way  of  collateral,  and  its  value  is  depen- 
dent solely  upon  the  ability  of  the  corporation  to  meet 
the  obligation.  Debentures  are  in  reality  little  more 
than  unsecured  notes. 

Income  bonds  are  in  a  way  somewhat  similar  to 
debentures.  They  constitute  a  lien  on  the  income  of 
the  corporation,  provided  that  income  is  large  enough 
to  meet  the  claim. 

Why  Bonds  Are  Issued. 

Bonds  are  issued  by  corporations  as  a  means  of  rais- 
ing funds  which  it  is  impossible  to  secure  by  the  sale 
of  stock.  The  full  amount  of  stock  permissible  under 
the  charter  may  be  outstanding,  and  conditions  are  not 
favorable  to  the  floating  of  another  issue  even  if  the 
State  authorities  will  consent  to  the  necessary  increase 
in  capital.  In  such  an  emergency  the  issue  of  bonds 
is  resorted  to. 

Careful  investors  are  usually  willing  to  buy  bonds, 
especially  first  mortgage  bonds,  when  they  will  not 
touch  stock.     They  will  pay  par  for  bonds  when  they 
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can  get  stock  of  the  same  corporation  in  the  open  mar- 
ket at  25  cents  on  the  dollar.  This  is  because  there  is 
a  reasonable  security  to  bonds  which  does  not  attach 
to  stock.  Bonds  constitute  a  mortgage  on  the  property 
on  which  their  issue  is  based,  and  bear  a  fixed  rate  of 
interest,  payable  either  quarterly  or  semi-annually.  If 
this  interest  is  not  paid  when  due,  the  bondholders  have 
the  right  of  foreclosure. 

Bonds  Convertible  Into  Stock. 

Bonds  of  any  description  may  be  of  the  kind  known 
as  convertible  or  non-convertible,  according  to  the  action 
of  the  stockholders  in  approving  the  issue.  Unless  spe- 
cial provision  is  made  to  the  contrary  all  bonds  are  non- 
convertible.  Where  they  are  made  convertible  the 
owner  of  a  bond  has  the  option  to  exchange,  or  convert 
it  into  stock  should  he  desire  to  do  so.  This,  in  many 
instances,  is  a  valuable  option  which  makes  bonds  of 
this  nature  more  readily  saleable  on  the  market,  espe- 
cially to  speculators  who  may  wish  to  acquire  stock  in 
large  amounts  for  speculative  purposes  without  disclos- 
ing their  purposes  by  open  purchases. 

Manipulation  of  convertible  bonds  was  one  of  the 
methods  employed  by  the  late  Jay  Gould  in  the  mam- 
moth deals  by  which  he  acquired  a  fortune,  as  well  as 
the  control  of  large  railway  properties.  Nor  was  this 
method  unknown  to  such  old-time  operators  as  Daniel 
Drew  and  Commodore  Vanderbilt,  but  it  remained  for 
Jay  Gould  to  develop  and  take  full  advantage  of  the 
system. 
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Gould's  Method  of  Operation. 

In  one  important  speculative  movement  Gould  had 
acquired  a  large  amount  of  the  convertible  bonds  of  a 
certain  railway  corporation.  The  converting  privilege 
had  been  exercised  but  little  and  was  virtually  forgotten 
by  the  general  public  as  well  as  by  the  men  who  con- 
trolled this  particular  railroad. 

Mr.  Gould  had  two  purposes  in  view:  He  wanted 
to  get  control  of  the  railway,  and  also  to  secure  a  profit 
on  the  stock,  of  which  he  had  sold  a  large  quantity 
"short"  through  confidential  agents..  To  obtain  con- 
trol in  the  ordinary  way  would  have  necessitated  the 
purchase  of  a  majority  of  the  stock.  This,  even  if  pos- 
sible, would  cost  a  great  deal  of  money,  and  would  also 
cause  Mr.  Gould  a  heavy  loss  on  his  "short"  sales,  as 
large  purchases,  or  even  bids  for  considerable  quantities, 
would  naturally  tend  to  advance  the  price. 

Springing  of  Gould's  Trap. 
It  was  known  that  Mr.  Gould  desired  to  get  control 
of  the  road.  This  was  an  open  secret.  It  therefore 
occasioned  surprise  when,  as  the  date  for  the  annual 
meeting  approached,  there  was  no  indication  that  he 
was  making  any  particular  effort  to  acquire  the  stock. 
That  he  held  a  large  block  was  well  known,  but  it  was 
far  less  than  a  majority,  and  the  men  whom  Gould  was 
seeking  to  displace  gave  themselves  little  uneasiness. 
They  even  cajoled  themselves  into  the  belief  that  Gould 
had  abandoned  his  purpose. 

How  Gould  Got  Control. 
On  the  day  when  the  transfer  books  were  to  close, 
Mr.  Gould's  agent  appeared  at  the  office  with  a  big 
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bundle  of  the  company's  convertible  bonds,  which  he 
demanded  should  be  converted  into  stock.  The  officials 
were  caught  napping  and  attempted  to  evade  the 
demand,  but  the  right  of  Mr.  Gould  to  insist  upon 
the  exchange  being  made  was  unquestionable,  and  the 
officials  at  last  reluctantly  made  the  transfer. 

The  new  stock  thus  acquired,  in  connection  with  what 
he  already  held,  gave  Mr.  Gould  a  majority  of  the 
votes,  and  he  thus  obtained  control  of  the  road.  The 
defeated  men,  not  caring  to  be  associated  in  a  minority 
way  with  Mr.  Gould,  hastened  to  sell  their  stock.  This 
broke  the  market  sharply,  and  Mr.  Gould  covered  his 
"short"  sales  at  a  big  profit. 

Modern  Changes  in  Conversion. 
While  similar  transactions  are  still  in  a  way  possible, 
many  changes  have  been  made  in  recent  years  which 
tend  to  make  an  exact  duplication  of  the  Gould  tran- 
saction difficult.  One  of  these  changes  is  the  general 
tendency  to  limit  the  right  of  conversions  to  preferred 
stock,  this  latter  being  usually  limited  in  amount,  as 
compared  with  the  common  stock,  and  the  voting  rights 
of  which  are  in  many  instances  restricted.  Still,  it  is 
possible  to  manipulate  convertible  bonds,  even  under 
present-day  restrictions,  so  that  large  profits  may  be 
made. 

The  Union  Pacific  Case. 

When  convertible  bonds  are  issued  without  express 
limitation  of  the  conversion,  they  carry  with  them  the 
right  of  exchange  at  par.  How  valuable  this  right  may* 
be  made  is  well  illustrated  by  the  following  actual  inci- 


124  BONDS WHAT   THEY   KEPRESENT. 

dent:  The  Union  Pacific  Railroad  in  1907  and  1908 
had  outstanding  an  issue  of  $10,000,000  of  bonds  con- 
vertible into  common  stock  at  par.  These  bonds  were 
issued  in  1901,  at  a  time  when  the  finances  of  the  road 
were  far  from  being  in  a  flourishing  condition.  Under 
the  later  administration  of  Mr.  Harriman,  however, 
conditions  improved  rapidly  and  the  common  stock  sold 
away  above  par.  Holders  of  the  convertible  bonds, 
which  had  been  bought  at  par  or  a  little  less,  naturally 
exchanged  them  for  the  high-priced  stock  and  then  dis- 
posed of  the  stock  at  the  market  price,  thus  making  a 
big  profit. 

Issues  Are  Now  Limited. 

Convertible  bonds  as  a  rule  are  issued  only  when  a 
corporation,  owing  to  tightness  in  the  money  market, 
finds  it  necessary  to  offer  investors  some  unusual  induce- 
ment. They  were  numerous  fifty  years  ago,  but  have 
been  gradually  retired,  either  by  redemption  or  con- 
version, until  at  present  there  are  comparatively  few 
outstanding. 

In  addition  to  their  speculative  value,  convertible 
bonds  possess  the  same  inherent  value  as  attaches  to 
ordinary  mortgage  bonds.  They  are  based  on  the  prop- 
erty of  the  corporation,  and  have  a  fixed  rate  of  interest. 
When  the  stock  of  a  corporation  advances  sharply  its 
convertible  bonds  also  advance,  although  not  always  to 
the  same  degree  as  the  stock.  In  any  event,  even  should 
the  opportunity  for  conversion  not  be  inviting,  the  con- 
vertible bond,  provided  the  security  back  of  it  is  suffi- 
cient, retains  its  market  value  because  of  the  assured 
interest  return. 
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Registered  and  Coupon  Bonds. 

All  bonds  are  in  either  registered  or  coupon  form. 
If  registered,  they  bear  the  date  of  registry  and  the 
name  and  address  of  the  owner.  Similar  entries  are 
also  made  on  the  corporation's  registry  record.  A 
registered  bond  can  be  transferred  only  in  the  same 
manner  as  a  share  of  stock — the  seller  must  formally 
assign  it  to  the  purchaser,  and  the  latter  must  present 
it  at  the  company's  office  in  order  that  his  name  and 
address  may  be  placed  on  the  register.  Interest  on  a 
registered  bond  is  paid  by  check  mailed  to  the  address 
of  the  party  in  whose  name  the  bond  is  recorded. 

One  valuable  feature  attaches  to  registered  bonds. 
In  case  of  loss  or  theft  it  is  comparatively  easy  for  the 
owner  to  protect  himself  by  giving  prompt  notice  to 
the  corporation  issuing  the  bonds.  Negotiation  is 
possible  only  by  forgery  of  the  owner's  name  and, 
should  the  fraud  progress  to  the  stage  of  actual  transfer, 
such  transfer  is  void.  After  a  suitable  time  has  elapsed, 
the  lost  or  stolen  bond  not  being  discovered,  cancellation 
may  be  had  and  a  new  bond  issued. 

Registered  bonds  are  favored  by  investors  who  intend 
to  retain  ownership  indefinitely,  because  of  this  very 
safeguard  against  loss.  This  same  difficulty  of  trans- 
fer which  constitutes  the  safeguard,  however,  makes 
them  unpopular  with  those  to  whom  quick  and  easy 
transfer  is  an  essential,  such  as  brokers,  stock  exchange 
members,  speculators,  etc. 

Features  of  Coupon  Bonds. 
By  those  requiring  speedy,  untrammeled  transfers 
of  securities,  the  coupon  form  of  bond  is  most  popular. 
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This  passes  current  from  hand  to  hand  hke  money, 
without  the  formahty  of  written  assignment  or  registry. 
Proof  of  ownership  is  in  possession.  Attached  to  the 
bond  are  coupons,  which  are  vouchers  for  the  payment 
of  interest.  In  the  case  of  a  $1,000  Twenty- Year  5  per 
cent  bond,  on  which  interest  is  payable  semi-annually, 
there  would  be  forty  of  these  coupons,  each  calling  for 
$25,  and  dated  as  to  time  payment  of  interest  is  due. 
As  the  interest  becomes  due  the  holder  of  the  bond  clips 
oif  the  coupon  representing  the  current  period  and 
presents  it  for  payment. 

In  the  case  of  government  bonds,  or  of  those  of  cor- 
porations of  whose  solvency  there  is  no  question,  banks 
will  cash  the  coupons  without  question,  and  thus  do 
away  with  the  necessity  of  the  owner  sending  them  to 
the  home  office  for  redemption. 

Coupon  bonds  are  readily  negotiable  in  case  of  loss 
or  theft,  but  this  drawback  is  supposed  to  be  more  than 
overcome  by  the  ease  with  which  they  may  be  handed 
about  in  legitimate  financial  transactions.  They  are 
valid  in  the  hands  of  an  innocent  purchaser. 

Redeemable  and  Serial  Bonds. 

Some  bonds  run  for  a  fixed  term  of  years,  others  are 
redeemable  at  stated  periods  within  the  limits  for  which 
they  are  issued,  and  others  are  redeemable  in  series,  the 
order  of  these  series  being  either  fixed  in  advance  or 
decided  by  lot. 

A  straight  20-year  bond,  without  advance  redemp- 
tion privilege,  is  an  investment  for  the  full  term  of 
twenty  years.  The  corporation  cannot  call  it  in  without 
the  consent  of  the  holder. 
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A  5-20  bond  is  one  that  is  redeemable  at  the  option 
of  the  corporation  any  time  after  five  years  from  date 
of  issue  and  between  then  and  the  date  of  full  maturity 
— twenty  years. 

Serial  bonds  are  redeemable  in  series,  according  to 
numbers  or  letters,  at  certain  fixed  periods.  Thus,  in 
issuing  bonds  of  this  description  a  corporation  may 
reserve  the  privilege  to  redeem  Series  A  (say  from  No. 
1  to  Xo.  100)  at  the  end  of  five  years;  Series  B,  at 
the  end  of  ten  years;  Series  C,  at  the  end  of  fifteen 
years,  etc.  The  only  real  difference  between  these  and 
what  are  known  as  5-20  and  10-30  bonds  is  that  the 
identity  of  the  bonds  which  the  corporation  may  retire 
is  definitely  designated. 

Fine  Law  Points  Involved. 

To  what  extent  a  corporation  may  issue  bonds  is  a 
question  as  yet  unsettled,  so  far  as  the  various  State 
statutes  go.  At  least,  the  amount  or  proportion  has 
not  been  definitely  named.  The  object  in  the  various 
States  in  definitely  naming  the  amount  of  capital  stock 
is  that  the  public  may  have  knowledge  of  the  extent  to 
which  a  corporation  may  legally  incur  debt.  This  pro- 
vision is  still  further  strengthened,  in  many  States,  by 
the  imperative  statutory  mandate  that  "a  corporation 
shall  not  incur  indebtedness  in  excess  of  its  capital 
stock." 

But  what  constitutes  indebtedness?  Is  it  only  book 
debts,  or  does  it  include  all  obligations  of  the  corpora- 
tions as  well?  The  latter  would  appear  to  be  the 
rational  definition.  When  a  bond  of  any  kind  is  issued 
it  becomes  representative  of  a  debt  of  some  kind  for 
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the  pa^^ment  of  which  the  corporation  is  obhgated.  And 
yet  we  find  corporations,  with  $500,000  of  capital  stock, 
owing  $300,000  in  floating  debt,  but  still  floating  $500,- 
000  or  even  more  in  bonds.  This  certainly  aggregates 
an  indebtedness  of  $800,000,  or  $300,000  in  excess  of 
the  statutory  limitation. 

Most  State  statutes,  without  exception,  are  singu- 
larly silent  upon  this  important  point.  The  issue  of 
capital  stock  is  in  most  instances  adequately  provided 
for,  but  nothing,  or  next  to  nothing,  is  said  as  to  bonds. 

Effect  on  Capital  Stock. 

How  can  the  capital  stock  of  a  corporation  be  made 
of  any  material  protection  to  creditors  if  the  money 
realized  by  the  sale  of  the  stock  has  been  invested  in 
corporation  property,  and  this  property  mortgaged  to 
ensure  the  payment  of  bonds?  Mortgages  thus  given 
take  precedence  over  all  other  claims.  If  the  bonds  are 
not  paid  the  mortgage  is  foreclosed,  the  property  bought 
with  the  proceeds  of  the  sale  of  the  stock  is  sold,  and 
the  unsecured  creditors  who  extended  credit  on  the 
strength  of  the  capital  stock,  are  left  without  protection. 

It  may  be  argued  that  the  money  obtained  by  the 
floating  of  bonds  will  be  reinvested  for  the  benefit  of 
the  corporation  and  in  this  way  the  assets  which  the 
capital  stock  is  supposed  to  represent  will  not  be  im- 
paired. But  tliis  is  only  surmise.  There  is  no  certainty 
about  it.  There  is  no  statutory  mandate  compelling  it. 
Everything  is  left  to  chance  and  the  disposition  of  man. 

Despite  all  this,  it  may  be  said  that,  as  a  general 
thing,  the  men  who  handle  the  finances  of  corporations 
are  honest,  and  there  has  been  no  particular  scandal 
in  this  respect. 
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Bond  Manipulation  by  Addicks. 

So  far  back  as  1884,  when  the  present  system  of 
modern  financiering  was  in  its  infancy,  and  before  the 
finer  points  of  manipulation  had  been  developed,  Mr. 
J.  Edward  Addicks  gave  the  people  an  idea  of  what 
could  be  accomphshed  in  the  way  of  bond  manipulation. 
It  was  in  this  transaction  Mr.  Addicks  won  reputation 
as  "a  Napoleon  of  Finance,"  and  became  known  all  over 
the  world  as  "Gas  Addicks." 

At  that  time  the  gas  supply  of  the  city  of  Boston, 
Mass.,  was  furnished  by  three  local  companies  witjj 
antiquated  plants.  Despite  this  handicap  they  were 
earning  20  per  cent  on  the  investment. 

Method  of  Addicks'  Ma-nipulation. 

Mr.  Addicks  organized  a  new  company  in  Massa- 
chusetts, known  as  the  Bay  State  Gas  Co.,  the  an- 
nounced purpose  of  which  was  to  furnish  water  gas 
to  the  people  of  Boston  at  a  greatly  reduced  price.  The 
capital  stock  of  the  company  was  $500,000.  He  next 
got  a  franchise  from  the  Boston  city  council,  and  pro- 
ceeded to  lay  mains  all  over  the  city.  The  old  com- 
panies fought  him,  but  he  defeated  them  on  every  point, 
never  stopping,  even  when  a  vital  question  was  at  issue 
in  the  courts,  until  he  had  the  work  of  pipe  lajang  and 
the  construction  of  a  gas-producing  plant  completed. 

Bold  Violation  of  Law. 

In  the  meantime  Addicks,  ignoring  the  law  as  to 
limitation  of  indebtedness,  had  the  Bay  State  Gas 
Company  of  Massachusetts  issue  $4,500,000  in  10  per 
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cent  bonds,  an  indebtedness  just  nine  times  greater  than 
the  amount  of  the  authorized  capital  stock. 

Sensitive  to  the  magnitude  of  the  threatened  com- 
petition, the  stocks  of  the  old  companies  declined,  and 
as  the  price  dropped  Mr.  Addicks  bought  heavily  until 
he  had  control  of  all  three  companies.  He  next  organ- 
ized a  company  in  New  Jersey,  to  which  he  transferred 
the  securities  of  the  various  Boston  companies,  and  the 
New  Jersey  concern  issued  $12,000,000  in  Boston 
United  Gas  bonds.  Payment  of  the  principal  and  inter- 
ets  of  these  bonds  was  secured  by  depositing  the  securi- 
ties of  the  Boston  companies  in  the  hands  of  a  trustee. 
This  made  a  total  of  $16,500,000  in  bonds  which  were 
disposed  of  at  a  good  price. 

The  Final  Master  Stroke. 

Next,  the  Bay  State  Gas  Company  of  Delaware 
comes  to  the  front.  To  this  company  was  transferred 
all  the  rights  and  holdings  of  the  New  Jersey  company, 
and  the  latter  dropped  out  of  notice.  This  left  the 
situation  as  follows : 

Mr.  Addicks  was  the  controlling  spirit  in  all  these 
corporations.  As  the  head  of  one  he  was  a  borrower; 
as  the  head  of  another  he  was  a  guarantor  of  his  own 
credit;  as  the  head  of  another  he  was  in  the  position  of 
a  promoter,  thus  securing  an  additional  profit  in  the 
handling  of  his  own  securities. 

It  was  by  this  seemingly  intricate,  but  really  simple, 
system,  that  IMr.  Addicks  was  enabled  to  load  an  indebt- 
edness of  $16,500,000  in  bonds  on  the  Boston  gas  cor- 
porations when  the  outstanding  securities  of  these  com- 
panies was  already  up  to  the  legal  limit. 
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What  the  Law  Should  Provide. 

It  would  be  a  matter  of  satisfaction  and  protection 
if  the  statutes  of  the  various  States  should  be  revised 
so  as  to  contain  explicit  regulations  governing  the  issue 
of  bonds.  These  are  needed  fully  as  much  as  those  now 
in  effect  covering  stock  issues. 

The  moment  a  bond  is  put  out  it  becomes  a  fixed 
charge  which  must  be  met  at  stated  intervals  from  the 
earnings  of  the  corporation.  Interest  must  be  paid  at 
least  semi-annually,  and  a  sinking  fund  must  be  pro- 
vided for  the  retirement  of  the  bonds  at  maturity.  To 
this  extent  bond  issues  weaken  the  resources  of  a  cor- 
poration, and  become  to  some  degree  a  menace  to  its 
existence. 

Stock  is  not  a  fixed  charge.  It  does  not  bear  interest ; 
it  does  not  mature  and  become  redeemable  at  a  stated 
time.  In  the  making  up  of  the  statement  of  expenses 
and  fixed  charges  stock  is  not  considered,  because  the 
stock  is  entitled  to  nothing  unless  the  earnings  warrant 
the  payment  of  dividends. 


"None  of  the  recommendations  thus  far  outhned  will 
dispense  with  the  necessity  of  a  careful  control  over  the 
financial  and  administrative  methods  of  these  public- 
service  corporations." — Professor  L.  S,  Rowe,  Uni- 
versity of  Pennsylvania. 


"Every  community  interested  in  manufactures  must 
furnish  to  its  people  better  means  for  thorough  tech- 
nical education,  having  special  reference  to  the  demands 
of  local  industries."— Hon.  Nelson  W.  Aldrich,  United 
States  Senator  from  Rhode  Island. 


CHAPTER  IX. 
BUSINESS  MANAGEMENT  OF  CORPORATIONS. 

Under  this  heading  may  be  considered  the  general 
direction  of  the  business  affairs  of  the  corporation  with 
a  view  to  its  successful  operation  and  the  obtaining  of 
net  earnings  which  will  lead  to  the  payment  of  divi- 
dends. It  concerns  the  active,  practical  handling  of 
corporation  operations  from  a  legitimate  business  view- 
point, in  contradistinction  to  financial  management 
which  may,  or  may  not,  be  directed  mainly  to  the  specu- 
lative manipulation  of  corporation  securities. 

The  one  vital  underlying  principle  of  sucessful  opera- 
tion is  to  buy  cheaply,  run  the  plant  economically,  and 
sell  the  product  to  the  best  possible  advantage.  Close 
adherence  to  these  three  items  will  insure  profitable 
operation  provided  the  output  is  of  a  nature  to  meet 
a  public  want  or  need.  To  this  end  it  is  essential  that 
the  product  should  be  wisely  decided  upon.  No  sane 
person  would  think  of  establishing  an  artificial  ice  plant 
in  the  Hudson  Bay  country,  or  a  fur-garment  factory 
in  India,  and  yet  mistakes  fully  as  ridiculous  have  been 
made  in  the  attempted  development  of  corporate 
endeavor. 

An  All-Important  Requisite. 

While  all  the  items  named  are  essentially  vital  to 
success,  the  one  to  which  precedence  may  be  reasonably 
given  in  the  matter  of  management  is  that  of  suitable 
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location.  Keeping  in  mind  convenience  in  distribution, 
the  plant,  if  it  be  a  manufacturing  concern,  should  be 
located  as  near  the  source  of  supply  as  possible.  In 
making  this  selection,  however,  judgment  must  be  used. 
The  mere  getting  into  close  contact  with  the  source  of 
supply  will  not  overcome  obstacles  in  other  directions. 
It  is  possible  to  so  locate  as  to  save  one  dollar  in  getting 
the  raw  material  into  the  plant,  and  lose  two  dollars 
in  getting  the  product  started  on  its  way  to  market. 

The  advantage  of  having  a  furniture  factory  situated 
alongside  a  desirable  forest,  thus  obviating  expensive 
hauling  of  logs,  may  be  more  than  offset  by  being  com- 
pelled to  haul  the  product  over  a  rough  road  a  dozen 
miles  to  a  railway.  This  is  a  matter  in  which  the  exec- 
utive ability  of  the  general  manager  will  be  called  into 
play. 

Nature  of  the  Product. 

Another  matter  which  calls  for  wise  management  is 
the  selection  of  the  product.  This  must  be  something 
that  the  people  want,  will  pay  a  reasonable  price  for, 
and  consume  in  fair  quantities.  Don't  despise  an  article 
because  it  is  apparently  insignificant  and  the  selling 
price  is  low.  IVIany  fortunes  have  been  made  in  just 
such  products.  It  is  easier  to  sell  a  10-cent  article  than 
it  is  a  $100  one,  and  at  the  same  time  the  margin  of 
profit  may  be  relatively  larger.  The  main  essentials 
are  honest  goods,  fair  value,  and  the  use  of  brains  in 
marketing  them. 

Here  again  we  encounter  the  item  of  management. 
What's  the  use  of  making  up  a  large  stock,  no  matter 
how  good  it  may  be,  what  the  demand  is,  or  how  cheaply 
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that  demand  may  be  met,  if  the  consumers  are  not  in 
some  systematic  manner  made  acquainted  with  the  fact 
that  it  is  better,  more  desirable  and  cheaper  than  any 
other  on  the  market,  quahty  considered.  It  is  wise 
management  that  brings  out  these  points — the  selhng 
points. 

Securing  a  Real  Economy. 

To  keep  a  corporation  plant  in  operation  at  full 
capacity  and  at  the  same  time  insure  close  economy 
without  aggravating  or  irritating  the  employees  calls 
for  the  wisest  kind  of  wise  management.  And  yet,  in 
these  days  of  close  competition,  this  kind  of  operation 
is  absolutely  necessary  if  a  profit  of  reasonable  propor- 
tions is  to  be  made. 

Two  years  ago  a  large  Eastern  corporation  which 
had  operated  an  extensive  plant  for  many  years  was 
suddenly  called  upon  to  face  a  disagreeable  contin- 
gency. It  was  a  question  of  reducing  cost  of  manu- 
facture or  closing  down  and  abandoning  the  plant. 
Competition  was  keen,  and  the  corporation  referred  to 
was  being  undersold.  The  general  manager  was  c  illed 
into  consultation  with  the  directors  and  insisted  thr  :  the 
lowest  possible  cost  of  production  had  been  reached. 

"There's  only  one  thing  left  to  do,"  he  said,  "and  that 
is  to  reduce  wages,  and  to  do  this  will  surely  bring  on 
a  strike." 

Wages  were  reduced,  a  strike  followed,  and  the  plant 
was  closed. 

Following  a  month  of  idleness  a  new  general  manager 
was  engaged  after  he  had  carefully  investigated  the 
conditions  and  assured  the  directors  that  the  old  rate 
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of  wages  could  be  restored  and,  at  the  same  time,  the 
cost  of  production  lowered  25  per  cent. 

"How  are  you  going  to  do  it?"  asked  the  directors. 

"That's  my  business,"  responded  the  new  man.  "All 
I  want  is  undisputable  control  for  six  months.  If  I 
make  good  we'll  arrange  on  terms ;  if  not,  I'll  drop  out." 

The  new  man  took  charge,  the  old  hands  returned 
to  work  at  the  wages  in  effect  before  the  strike,  and 
inside  of  a  month  things  were  running  more  smoothly 
than  they  had  in  years.  Many  economies,  small  in 
themselves,  but  large  in  the  aggregate,  were  introduced. 
One  of  these  was  a  piece  system  by  which  the  cost  of 
production  was  materially  lessened  while  at  the  same 
time  the  earnings  of  the  employees  were  increased.  It 
was  simply  a  matter  of  making  the  same  machinery  turn 
out  more  product  with  the  same  amount  of  power  and 
heat,  and  in  the  same  time.  Antiquated  machinery 
was  replaced  by  that  of  modern  make  and  in  other  ways 
efficiency  was  increased. 

The  One  Great  Economy. 

The  one  great  economy,  however,  was  in  the  utiliza- 
tion of  waste.  Formerly  a  small  part  of  this  waste  had 
been  consumed  as  fuel,  the  rest  was  banked  in  enormous 
piles  around  the  plant.  Being  very  inflammable  it 
increased  the  insurance  rate,  and  the  daily  hauling  of 
the  substance  to  the  outlying  piles  became  a  heavy 
item  of  expense. 

The  new  manager  thought  the  matter  over  seriously 
and  finally  installed  a  new  auxihary  plant  in  which  the 
waste  was  transformed  into  a  useful  chemical  product. 
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for  which  there  was  ready  sale  at  a  fair  price.  The 
fight  for  economy  was  won. 

Before  the  six  months  had  expired  the  new  general 
manager  had  made  good  in  every  respect.  Cost  of 
production,  partly  owing  to  the  utilization  of  waste, 
had  been  reduced  more  than  25  per  cent,  and  the  cor- 
poration was  again  doing  a  prosperous  business. 

Was  it  luck?  Not  at  all.  Simply  brains;  good 
management. 

Economy  in  Selling  Product. 

The  mere  obtaining  of  a  fair  price  and  the  booking  of 
big  orders  are  not  the  only  things  to  be  sought  for  in 
the  selling  economies.  Where  goods  are  to  be  delivered 
f.  o.  b.  at  destination  it  is  frequently  more  profitable 
to  accept  a  smaller  price  nearer  home,  than  a  larger 
one  at  a  distance.  The  responsibility  of  the  purchaser 
should  also  be  a  factor  in  the  disposal  of  product.  Men 
who  discount  their  bills,  or  pay  them  promptly  at  matur- 
ity, are  more  desirable  as  customers,  and  more  profitable 
even  at  a  lower  price,  than  those  who  are  slow  or  uncer- 
tain in  their  payments. 

All  these  are  matters  which  should  properly  receive 
the  close  attention  of  the  general  manager,  and  be  under 
his  regulation  and  control.  If  given  undisputed  sway 
his  effectiveness,  or  lack  of  it,  will  soon  be  noticeable  in 
the  affairs  of  the  corporation,  not  in  the  financial  re- 
turns alone,  but  in  the  general  effectiveness  of  the  em- 
ployees as  well. 

Manager  Should  Be  Untrammeled. 
Unfortunately,  there  are  few  real  general  managers, 
men   who  actually  control   and   manage   the   business 
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affairs  of  corporations.  It  would  be  much  better  for  all 
concerned  if  there  were.  Directors  have  an  unpleasant 
and  injurious  habit  of  "butting  in"  in  matters  which 
should  be  acted  upon  by  the  general  manager  alone. 
This  is  often  due  to  a  misconception  on  the  part  of  the 
directors  as  to  the  real  nature  of  their  duties,  and  some- 
times to  a  peacock-like  desire  to  show  authority.  That 
directors  have,  and  should  have,  authority  over  the 
general  manager  is  undeniable,  but  it  is  an  authority 
which  should  not  be  exercised  except  in  case  of  emer- 
gency. Until  this  emergency  arises  the  general  mana- 
ger should  be  left  free  to  act  according  to  his  judgment. 
Otherwise  he  cannot  give  the  corporation  a  satisfactory 
service. 

Directors,  as  a  rule,  are  not  men  of  practical  expe- 
rience in  the  particular  line  of  enterprise  in  which  the 
corporation  is  engaged.  They  are  financial,  rather  than 
business  managers.  The  general  manager  is  engaged 
solely  because  of  his  ability  in  the  way  of  securing 
results  in  the  operation  of  the  business.  Consequently, 
he  should  not  be  handicapped  by  the  instructions  or 
orders  of  those  who  know  less  about  the  practical  side 
of  the  business  than  he  does. 

When  Directors  May  Interfere. 

When  a  general  manager  shows  palpable  inefficiency 
it  is  the  duty  of  the  directors  to  remove  him  and  select 
a  successor.  This  comes  under  the  head  of  emergency 
action.  Inefficiency  may  be  shown  in  various  channels. 
Continuous  inexcusable  friction  with  employees  is  an 
unmistakable  sign  of  inefficiency,  not  as  affecting  gen- 
eral competency,  but  as  denoting  a  radical  defect  in 
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mental  makeup  which  unfits  him  for  good  service  with 
that  particular  corporation.  Tliis  has  no  reference  to 
the  merits  of  the  dispute  or  controversy  between  the 
employees  and  the  manager,  as  to  which  is  right,  or 
wliich  is  wrong.  The  mere  fact  that  disputes  which 
are  harmful  to  the  interests  of  the  corporation  exist,  and 
that  they  are  apparently  irreconcilable,  is  enough  to 
stamp  this  one  individual  as  unfitted  for  the  position 
he  occupies. 

Inability  to  buy  material  at  the  lowest  possible  price, 
or  on  the  best  terms ;  inability  to  secure  the  largest  out- 
put compatible  with  the  capacity  of  the  plant ;  inability 
to  keep  expenses  down  to  a  normal  figure — all  these 
denote  managerial  inefficiency  and  call  for  prompt 
action  by  the  directors  in  the  way  of  the  removal  of 
the  incompetent  official. 

Temptations  of  General  Managers. 

Dishonesty — and  there  is  a  wide  field,  a  great  oppor- 
tunity for  dishonesty  in  the  position  of  general  manager 
— should  be  met  with  prompt  dismissal  and  criminal 
prosecution.  The  temptations  of  the  office  are  very 
great.  It  takes  a  man  of  unusually  strong  moral  char- 
acter to  withstand  them.  Men  of  good,  upright  fife, 
who  become  general  managers  of  big  corporations, 
intent  upon  serving  honorably  and  well,  frequently  fall 
by  the  wayside. 

Bribes,  sometimes  open,  at  others  cleverly  disguised, 
surround  the  general  manager  and  are  thrust  at  him 
continuously.  It  is  often  the  case  that  these  bribes  can 
be  taken  without  doing  the  corporation  an  injustice,  but 
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the  acceptance  of  them  remains  an  unpardonable  offense 
just  the  same. 

Some  Instances  of  Bribery. 

There  was  a  certain  general  manager  who  was  in  the 
market  for  a  large  quantity  of  rails.  Tenders  were 
made  by  various  producers.  It  was  to  the  interest  of 
tlie  corporation  to  accept  the  tender  of  the  lowest 
bidder.  It  happened,  however,  that  this  bidder  was 
particularly  anxious  to  get  the  contract,  and  he  offered 
the  general  manager  a  "present"  of  $5,000.  The  money 
was  accepted,  and  the  briber  got  the  contract.  Now, 
in  this  particular  case  the  corporation  suffered  no  in- 
jury, as  it  got  the  goods  it  wanted  at  the  lowest  possible 
market  price,  but  the  ease  with  which  the  money  was 
obtained  whetted  the  cupidity  of  the  general  manager, 
and  he  soon  became  openly  dishonest,  so  brazenly  so 
that  he  lost  his  position  and  became  a  branded  man. 

In  another  case,  a  general  manager,  concealing  the 
fact  that  a  certain  bidder  was  the  lowest  and  would  get 
the  contract  anyway,  would  openly  solicit  and  receive  a 
bribe  from  him.  This  money  would  be  turned  into  the 
treasury  of  the  corporation,  and  the  directors  compli- 
mented the  general  manager  on  his  shrewdness.  But 
it  was  a  dishonest  action  just  the  same.  True,  the 
corporation  profited  by  it,  but  it  established  the  fact 
that  the  general  manager  was  dishonest  at  heart  and 
consequently  unrehable. 


CHAPTER  X. 
HANDLING  OF  CORPORATE  FINANCES. 

This  is  a  matter  directly  within  the  duties  of  the 
board  of  directors,  and  embraces  a  wide  field  of  action. 
It  covers  the  obtaining  and  distribution  of  funds  in 
the  broadest  possible  sense.  It  is  for  the  directors  to 
decide,  subject  in  most  instances  to  the  approval  of 
the  stockholders,  what  securities  shall  be  issued  and  how 
they  shall  be  classified  and  disposed  of;  what  loans,  if 
any,  shall  be  contracted;  how  surplus  funds  may  be 
distributed  or  invested;  what  dividends  shall  be  paid; 
in  short,  everything  affecting  the  financial  welfare  and 
management  of  the  corporation. 

Economy  in  Raising  Funds. 

One  of  the  most  important  features  of  financial 
management  is  that  of  the  issuance  of  corporate  securi- 
ties for  the  purpose  of  raising  funds.  There  are  many 
occasions  when  the  utmost  nicety  of  human  judgment  is 
required  to  protect  the  corporation  against  loss,  or  at 
least  effect  a  decided  economy  in  expenses. 

At  first  thought,  for  instance,  it  would  very  naturally 
be  held  that  it  would  be  cheaper  to  get  money  by  the 
issuance  of  5  per  cent  bonds  than  by  selHng  7  per  cent 
preferred  stock.  But  this  would  often  be  fallacious. 
True,  the  interest  on  the  bonds  would  be  2  per  cent 
less  than  that  on  the  stock,  but  it  must  be  remembered 
that  the  5  per  cent  interest  on  the  bonds  must  be  paid 
141 
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regularly  regardless  of  the  condition  of  the  corporation 
treasury,  while  the  interest  on  the  stock  may  be  deferred 
or  skipped  entirely,  being  in  reality  a  dividend  payable 
only  out  of  earnings. 

Close  Judgment  is  Essential. 

This  IS  one  of  the  frequent  cases  in  which  an  error 
in  judgment  may  be  frightfully  expensive.  In  the  case 
of  a  prosperous  concern  earning  large  profits  and  abun- 
dantly able  to  meet  its  obligations  promptly,  the  issue 
of  bonds  would  be  decidedly  the  most  economical.  On 
the  other  hand,  should  there  be  uncertainty  as  to  the 
future — unknown,  of  course,  to  the  investing  public — 
it  would  be  to  the  best  interest  of  the  corporation  to 
issue  the  stock,  as  no  positive  liability  to  meet  interest 
payments  at  certain  dates  would  be  incurred. 

But  in  this  connection  there  is  another  vitally  impor- 
tant condition  to  be  taken  into  consideration.  What 
price  can  be  obtained  for  the  respective  securities?  No 
matter  which  kind  may  be  issued,  the  interest  accrues 
on  the  par,  not  the  market  value.  Consequently,  the 
question  of  selling  price  becomes  a  vital  one. 

Market  Price  a  Factor. 

Bonds,  owing  to  the  manner  in  which  they  are  se- 
cured, generally  command  a  higher  market  or  selling 
price  than  stock,  particularly  if  the  corporation  issuing 
them  is  not  paying  large  dividends.  It  is  frequently 
the  case  that  bonds  will  readily  sell  at  par  when  the 
stock  of  the  same  concern  sells  at  50  or  less. 

In  a  condition  of  this  kind  it  would  manifestly  be  to 
the  advantage  of  a  corporation  to  sell  bonds  rather 
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than  stock,  despite  the  fact  that  the  interest  on  the 
former  is  a  fixed  charge.  Let  us  see  how  it  works  out. 
A  corporation  issues  $100,000  in  5  per  cent  bonds  which 
are  sold  at  par  and  it  thus  obtains  $100,000  in  cash. 
The  interest  charge  is  $5,000  yearly.  If  stock  is  sold 
at  50  the  corporation  obtains  only  $50,000  for  the  $100,- 
000  par  value  of  the  stock,  while  the  interest  charge, 
provided  dividends  are  paid,  will  be  $7,000  or  7  per  cent 
on  the  full  par  value  of  $100,000,  14  per  cent  on  the 
amount  obtained. 

Problem  a  Serious  One. 

It  thus  becomes  a  serious  problem  as  to  which  means 
of  raising  the  desired  funds  will  be  to  the  best  interest 
of  the  corporation.  Everything  depends  upon  the  con- 
dition of  the  market  and  the  condition  of  the  corpora- 
tion. It  is  a  problem  which  must  be  solved  by  the 
directors  according  to  their  best  judgment. 

Let  us  imagine  an  opposite  market  condition,  one 
that  is  not  by  any  means  unusual.  In  the  case  of  a 
sound,  prosperous  corporation  the  bonds,  owing  to  their 
earning  power  being  limited  to  5  per  cent,  sell  at  par, 
while  the  stock,  earning  large  dividends,  sells  at  150. 
In  this  event  the  corporation  would  obtain  only  $100,- 
000  from  an  issue  of  bonds,  at  an  annual  cost  of  $5,000, 
while  the  sale  of  $100,000  in  stock  (provided  it  was  not 
taken  on  stockholders'  "rights")  would  net  $150,000. 
Here  again  we  encounter  the  problem  of  dividend 
charges.  Allovdng  that  the  stock  is  limited  to  a  straight 
7  per  cent,  the  sale  of  this  security  in  preference  to  bonds 
would  be  of  great  advantage  to  the  company,  as  it 
would  get  the  use  of  $150,000  for  $7,000  a  year,  or  less 


144  HANDLING  OF   COKPOKATE   FINANCES. 

than  5  per  cent,  with  no  obligation  to  keep  up  the  pay- 
ment should  anything  occur  to  greatly  lessen  its  earn- 
ing power. 

When  Debt  May  Be  Incurred. 

It  may  be  argued  that  a  prosperous  corporation  has 
no  excuse  or  necessity  to  incur  indebtedness.  This  is 
an  error.  In  fact  it  is  only  prosperous  concerns  that 
can  afford  to  incur  obUgations  of  this  kind.  The  larger 
and  more  profitable  the  operations  the  greater  will  be 
the  urgency  for  additional  capital.  There  are  eminent 
authorities  who  maintain  that  for  a  growing,  prosperous 
corporation  to  be  out  of  debt  is  an  evidence  of  poor 
financial  management. 

Many  conditions  arise  which  may  make  indebtedness 
advisable  and  even  profitable.  Take  the  case  of  a  cor- 
poration which,  in  order  to  fill  a  large  contract  to  advan- 
tage, requires  a  considerable  addition  to  its  equipment. 
Wise  business  pohcy  will  dictate  the  purchase  of  the 
necessary  equipment,  as  through  it  an  additional  profit 
is  secured,  much  larger  than  the  cost  of  carrying  the 
debt  incurred  by  the  purchase  of  the  additional  equip- 
ment. 

Lack  of  Capital  a  Handicap. 

Lack  of  capital  may  also  narrow  the  opportunities  of 
a  corporation  by  limiting  its  capacity  to  carry  the 
accounts  of  perfectly  responsible  customers.  Here 
again  it  is  an  act  of  wisdom  to  incur  an  obligation  by 
borrowing  funds  so  that  the  business  of  the  corporation 
may  proceed  to  its  full  capacity. 
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Profit  in  Borrowed  Money. 

Some  years  ago  it  was  considered  wise,  conservative 
business  policy  to  limit  borrowed  funds  to  one-quarter 
of  the  amount  of  actual  owned  capital.  That  day  has 
passed.  The  rule  now  in  force  is  exactly  the  opposite — 
the  borrowed  capital  is  generally  three  times  as  great  as 
the  owned  capital.  The  additional  profits  made  pos- 
sible by  the  borrowed  capital  more  than  overbalances 
the  interest  charges. 

If  money  can  be  borrowed  at  not  more  than  7  per 
cent,  and  it  usually  can,  and  the  additional  product 
made  possible  by  the  use  of  this  borrowed  money  can 
be  disposed  of  at  a  net  iJrofit  of,  say,  about  12  per 
cent,  there  can  be  no  question  of  the  wisdom  of  the  trans- 
action. It  means  an  additional  5  per  cent  for  the  stock- 
holders earned  without  the  investment  of  any  more  of 
their  own  funds.  It  is  equivalent  to  borrowing  money 
at  7  per  cent,  loaning  it  out  at  12,  and  pocketing  the 
difference. 

How  to  Borrow  Money. 

Loans  obtained  through  banks  are  uncertain,  limited 
as  to  tenure,  and  also  limited  in  amount.  As  a  general 
rule  banks  will  advance  funds  only  on  a  sworn  state- 
ment of  bills  receivable  and  payable,  backed  with  satis- 
factory collateral,  and  then  only  to  a  moderate  percent- 
age of  what  appears  to  be  reasonably  safe  assets.  It  is 
not  within  the  province  of  banks  to  do  otherwise.  Their 
loans  must  be  made  with  a  view  to  quick  conversion  into 
cash  in  time  of  emergency.  Consequently  all  accommo- 
dation of  this  nature  is  for  a  comparatively  short  time, 
thirty,  sixty,  or  at  the  most,  ninety  days.    Besides  this 
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they  are,  in  many  instances,  "call"  loans,  payable  on 
demand  regardless  of  the  time  for  which  they  are  made. 
While  it  is  expedient  and  proper  for  corporations  to 
raise  small  amounts  of  funds  in  this  manner  from  time 
to  time,  the  only  satisfactory  method  where  the  use  of 
large  amounts  is  required  for  long  periods  is  by  the  sale 
of  bonds  or  stocks.  The  former  are  redeemable  only 
at  the  end  of  the  stated  period  for  which  they  are  issued, 
be  it  five,  ten,  twenty  or  thirty  years,  and  no  demand 
can  be  made  on  the  maker  so  long  as  the  interest  pay- 
ments are  maintained. 

Distributing  Profits  in  Stock. 

It  is  frequently  the  case  that  the  profits  of  a  w^ell- 
managed  corporation  are  so  large  that  distribution  in 
the  form  of  dividends  becomes  a  serious  problem.  This 
is  mainly  true  of  the  better  class  of  industrial  corpora- 
tions. In  some  instances  it  might  be  unwise  to  dis- 
tribute these  profits  in  cash,  lest  the  amount  thus  dis- 
tributed provoke  hostile  criticism.  In  such  cases  re- 
course is  had  to  what  are  known  as  stock  dividends. 

When  the  shares  of  a  corporation  are  selling  at  a 
big  price,  stock  dividends  are  preferred  by  the  share- 
holders of  record,  and  with  good  reason — they  get 
more  money  out  of  them  than  they  would  if  the  actual 
cash  were  handed  out. 

Advantage  of  Stock  Dividends. 

Stock  put  out  in  the  form  of  dividends  is  always 
issued  at  par  regardless  of  the  market  price.  When  a 
shareholder  is  entitled  to  a  dividend  of  $100  in  cash 
he  gets  a  certificate  for  one  $100  share  of  stock,  and 
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the  money  which  would  otherwise  have  been  given  to 
him  is  covered  into  the  corporation  treasury  in  payment 
for  such  stock. 

If  the  stock  of  such  a  corporation  is  selling  on  the 
market  at  a  premium  the  shareholder  may  at  once 
dispose  of  such  shares  as  he  may  receive  in  the  way  of 
dividend,  and  thus  secure  an  extra  profit. 

The  Singer  Mfg.  Co.,  with  a  capitahzation  of  $30,- 
000,000,  has  declared  a  stock  dividend  of  $30,000,000, 
thus  giving  every  stockholder  an  amount  equivalent  to 
his  original  holding.  This,  in  the  parlance  of  stock 
dealers,  is  known  as  "cutting  a  melon." 

Deciding  Amount  of  Dividends. 

Another  important  feature  of  financial  management 
is  the  fixing  of  the  rate  of  dividend  to  be  paid — pro- 
vided that  the  corporation  is  earning  enough  to  war- 
rant such  payment.  A  corporation  that  is  making  a 
profit  of  20  per  cent  on  its  capital  stock  is  not  justified 
in  declaring  a  dividend  of  20  per  cent — far  from  it.  The 
rate  which  may  be  safely  fixed  upon  may  not  be  more 
than  one-half,  or  even  one-quarter,  of  20  per  cent;  per- 
haps nothing. 

In  deciding  upon  this  rate  the  ordinary  rules  of  busi- 
ness prudence  should  govern.  Having  ascertained  the 
net  income  over  and  above  all  expenses  and  charges  of 
every  kind,  provision  must  be  made  for  a  depreciation 
account  and,  in  the  case  of  wise,  conservative  manage- 
ment, of  a  surplus  account,  which  may  come  in  handj^ 
when  times  are  less  prosperous  and  the  business  of  the 
corporation  less  profitable.  It  is  impossible  to  give  any 
fixed  rule  that  will  apply  in  all  cases  as  to  the  proper 
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percentage  of  dividends  to  net  earnings,  but  it  is  reason- 
ably safe  to  say  that  not  over  one-quarter  of  these  net 
earnings  may  be  safely  paid  out. 

How  to  Determine  Income. 

First  take  the  gross  earnings  as  derived  from  the  out- 
put, and  from  this  deduct  the  cost  of  operation.  To 
the  difference  add  such  income  as  there  may  be  from 
other  sources,  like  rentals,  returns  from  investments, 
etc.  This  will  give  the  total  income.  From  this  net 
income  should  be  deducted  all  fixed  charges,  such  as 
taxes,  interest  on  outstanding  bonds,  amount  required 
for  sinking  fund  (bond  redemption),  rentals  on  leased 
property  or  patents,  etc.  The  balance,  if  any,  is  the 
amount  available  for  division  between  the  depreciation, 
surplus  and  dividend  accounts.  Following  is  an  illus- 
tration of  this  method : 

GENERAL  HYPOPHOSPHITE  COMPANY. 

Gross  earnings $3,000,000 

Operating  expenses  2,000,000 

Net  earnings $1,000,000 

Income  from  other  sources 300,000 

Total  income $1,300,000 

Taxes   100,000 

Interest  on  $500,000  bonds 25,000 

Eentals  on  leased  lands 20,000 

Sinking  fund 25,000 

Actual  net  income $1,130,000 

Allowing  that  the  capital  stock  of  the  General  Hypo- 
phosphite  Company  is  $3,000,000,  this  would  show 
net  earnings  of  33  1/3  per  cent  on  the  total  stock.  But 
a  wise  administration  would  not  pay  out  this  33  1/3  per 
cent  in  dividends,  or  anything  like  it. 
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Protection  of  the  Stockholders. 

Careful,  conscientious  directors  will  look  far  into  the 
future  with  a  view  to  protecting  the  interests  of  the 
stockholders.  They  know  that  the  plant  and  equip- 
ment, the  buildings  and  machinery  will  in  time  wear  out. 
Renewal  must  be  provided  for.  This  will  be  done  by 
covering  a  certain  proportion  of  the  net  income  or 
profits  into  the  depreciation  account,  so  that  the  neces- 
sary renewals  in  the  plant  may  be  made  without  calling 
upon  the  stockholders  for  more  funds. 

"Rainy  days,"  bad  times,  are  liable  to  come  to  every 
business  enterprise.  Wise  men  guard  against  them  by 
creating  a  surplus  fund.  Into  tliis  another  big  share  of 
the  33  1/3  per  cent  profits  will  go.  The  larger  this  sur- 
plus, the  stronger  will  be  the  corporation  in  time  of 
adversity,  and  the  better  able  it  will  be  to  weather  such 
business  squalls  as  may  overtake  it. 

Under  a  competent  business  administration  the  33  1/3 
per  cent  in  net  profits  would  probably  be  divided 
(approximately)  among  the  three  accounts  as  follows: 
Depreciation  account,  8  per  cent;  dividend  account,  10 
per  cent;  surplus  account,  15  1/3  per  cent. 

Benefit  of  Depreciation  Fund. 

Many  stockliolders,  not  understanding  the  conditions, 
will  object  to  such  division.  They  will  claim,  and  justly 
so,  that  all  the  net  earnings  belong  to  them.  This  is 
true,  but  their  objections  lose  force  in  view  of  the  fact 
that  these  net  earnings  are  not  actually  taken  away 
from  them.  If  no  depreciation  fund  were  maintained 
the  stockholders  would  in  time,  owing  to  the  decay  of 
the  plant,  be  compelled  to  either  abandon  business  or 
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find  money  with  which  to  provide  new  equipment.  The 
maintenance  of  a  depreciation  fund  enables  them  to 
continue  indefinitely  the  operation  of  a  profitable  busi- 
ness and  thus  insures  a  continuation  of  dividends  which 
would  otherwise  cease.  Besides  this,  proper  mainte- 
nance of  the  plant  keeps  the  bondholders  assured  of  the 
sufficiency  of  the  security,  and  prevents  them  from 
throwing  their  bonds  on  the  market  and  thus  depreciat-  • 
ing  the  value  of  the  corporation  securities  to  the  detri- 
ment of  the  stockholders. 

Stockholders  Own  Surplus  Fund. 

It  is  virtually  the  same  with  the  surplus  fund.  The 
credit  of  a  corporation  with  a  big  surplus  is  rarely 
attacked,  except  for  stock- j  obbing  purposes,  and  this 
does  not  affect  the  solvency  of  the  corporation  itself. 
Not  only  is  the  maintenance  of  a  surplus  account  a 
strong  financial  bulwark  in  perilous  times,  but  it  is  a 
savings  fund  for  the  stockholders.  Should,  for  any 
reason,  the  dissolution  of  such  a  concern  be  decided 
upon  the  stockholders  would  each  get  a  proportionate 
share  of  the  surplus  as  well  as  a  pro-rata  division  of  the 
proceeds  of  the  general  property  of  the  corporation. 
Consequently  there  is  little  force  to  the  clamor  some- 
times raised  against  the  covering  of  a  large  share  of  the 
net  earnings  into  the  depreciation  and  surplus  accounts. 
It  comes  largely  from  ignorant  people  unacquainted 
with  the  merits  of  the  proposition,  or  is  started  by  specu- 
lators who  have  selfish  objects  to  attain. 

Danger  of  Dishonest  Action. 
All  this  presupposes  the  fact  that  the  directors  are 
honest  and  trying  to  conduct  the  financial  affairs  of  the 
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corporation  for  the  best  interests  of  all  concerned. 
Without  violating  the  law,  without  in  any  way  laying 
themselves  hable  to  criminal  or  civil  action,  it  is  within 
the  power  of  the  directors  to  so  act  in  their  official 
capacity  as  to  make  large  fortunes  for  themselves,  while 
wrecking  the  corporation  and  the  other  stockholders. 

A  majority  of  the  board,  having  sold  the  market 
short  may,  for  instance,  so  manipulate  the  financial 
affairs  of  a  corporation,  and  seemingly  with  honest  in- 
tent, as  to  make  the  payment  of  dividends  impossible. 
The  concern  will  be  just  as  solvent,  probably  more  so, 
than  ever,  but  the  passing  of  dividends  will  depress  the 
price  of  the  stock,  and  the  members  of  the  clique  will 
reap  big  profits.  Having  covered  their  short  sales,  they 
will  buy  on  the  decHne  and,  at  the  next  opportunity, 
restore  the  dividends,  when,  presto,  up  goes  the  stock 
again  and  another  profit  is  raked  in. 

How  the  Trick  is  Worfoed. 

But  how,  may  be  asked,  is  it  possible  to  juggle  with 
dividends  in  this  manner?  It  is  the  easiest  thing  in  the 
world,  provided  the  jugglers  are  without  conscience  and 
calloused  as  to  their  responsibiHties  to  their  brother 
shareholders  and  the  general  public.  Big  earnings  may 
be  covered  up  by  the  payment  of  extra  large  salaries, 
by  purchases  of  material  and  equipment  really  not 
needed  at  the  time,  by  the  passing  of  abnormally  large 
amounts  of  money  to  the  depreciation  and  surplus 
accounts. 

To  perform  juggling  of  this  kind  in  an  open,  careless 
manner  would  be  to  invite  detection.  The  jugglers 
are  too  smart  for  that ;  they  are  sleight-of-hand  artists. 
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They  have  before  them  a  statement  showing  lavge  earn- 
ings. They  make  a  few  "passes"  over  it,  and  it  becomes 
a  case  of  "now  you  see  it,  and  now  you  don't."  GHb  of 
tongue,  gifted  with  the  "patter,"  or  talk  which  must 
accompany  all  tricks  in  magic,  they  make  explanations 
which,  while  seemingly  plausible,  do  not  really  explain, 
and  the  mystified  stockholders  do  not  awaken  to  a  real- 
ization of  the  actual  conditions  until  the  job  has  been 
done. 

This  sort  of  transaction,  while  not  unknown,  is  fortu- 
nately rare,  save  in  cases  where  the  corporation  has  been 
organized  mainly  for  speculative  purposes. 

Corporate  Form  Encourages  Rascality. 

There  is  no  question  but  what  the  corporate  form 
offers  some  opportunity  for  rascally  manipulation.  It 
could  not  well  be  otherwise  when  the  financial  manage- 
ment is  entrusted  to  a  few  directors,  and  yet  it  is  practi- 
cally impossible  to  adopt  any  other  method.  It  would  be 
difficult,  in  fact  impracticable,  to  get  together  a  majority 
of  the  stockholders  every  time  action  is  to  be  taken.  The 
only  safeguard  against  manipulation  or  dishonesty  is  in 
the  moral  character  and  disposition  of  the  men  selected 
as  directors.  The  corporate  form  in  itself  is  all  right ;  it 
possesses  many  advantages  for  legitimate  business  and 
endeavor  impossible  to  secure  in  any  other  way.  Its  sole 
weakness  lies  in  the  fact  that  it  offers  opportunity  for 
dishonesty,  not  for  downright  stealing,  but  tricky  man- 
ipulation, the  results  of  which  are  virtually  the  same  as 
those  of  actual,  plain  larceny. 
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The  Only  Real  Protection. 

But,  while  the  general  plan  of  corporate  management 
is  in  this  respect  in  need  of  revision  and  improvement, 
such  dishonest  manipulation  as  occurs  under  it  is  due 
more  to  the  knavery  of  individuals  than  to  defects  in 
the  system.  That  the  general  system  might  be  strength- 
ened with  a  view  to  making  it  more  difficult  to  carry  out 
plans  for  tricky  manipulation  is  certain,  but  the  protec- 
tion of  the  stockholders  lies  more  in  the  personal  up- 
rightness of  the  directors  and  officials  than  in  such  bar- 
riers as  might  be  erected  in  the  by-laws. 

In  a  number  of  corporations,  notably  the  larger  ones 
like  the  United  States  Steel  Corporation,  manipulation 
and  other  forms  of  dishonesty  are  made  difficult,  if  not 
impossible  by  the  close  supervision  of  a  finance  com- 
mittee, a  body  consisting  of  the  president  and  the  chair- 
man of  the  board  of  directors,  who  are  members  ex 
officio,  and  such  other  members,  elected  from  among  the 
directors,  as  may  be  provided  for  in  the  by-laws. 

Powers  of  Finance  Committee. 

This  committee  is  supposed  to  be  in  continuous  ses- 
sion, especially  in  the  interims  between  the  sessions  of 
the  directors,  and  to  have  general  absolute  control  over 
all  financial  matters.  When  the  board  of  directors  is  in 
session  the  committee  reports  to  that  body,  but  at  all 
other  times  it  acts  on  its  own  initiative.  No  moneys 
can  be  paid  out,  no  debts  incurred,  no  investments  made, 
in  short,  no  financial  action  of  any  kind  taken,  without 
the  express  consent  and  approval  of  the  finance  com- 
mittee. 
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This  arrangement  is  by  far  the  best  yet  suggested  as 
a  check  upon  extravagance  and  dishonesty.  Of  course 
it  still  leaves  open  the  possibility  for  crookedness,  but 
to  take  advantage  of  this  there  must  be  collusion  be- 
tween the  board,  the  committee,  and  the  general  offi- 
cials, and  this  would  entail  the  taking  of  too  many 
people  into  the  secret. 


CHAPTER  XI. 
FAILURES,  DISSOLUTIONS,  REORGANIZATIONS. 

While  the  causes  producing  insolvency  in  corporate 
enterprises  are  in  the  main  the  same  as  those  prevaihng 
in  individual  failures,  the  effects  are  radically  different. 
It  is  possible  for  a  corporation  to  be  insolvent  and  yet 
continue  in  business  at  a  profit;  in  fact  it  is  rarely  that 
insolvency  leads  to  the  actual  winding  up  of  a  corpo- 
ration and  its  retirement  from  business,  especially  if  it 
be  a  concern  of  any  j^articular  magnitude.  In  the  case 
of  individuals,  insolvency  almost  invariably  means  a 
retirement  from  business,  compromise  with  creditors,  or 
the  taking  in  of  new  capital. 

What  Is  Insolvency. 

Literally  translated  in  a  commercial  sense,  insolvency 
means  inability  to  pay  debts  in  cash  at  maturity.  This, 
in  turn,  means  failure  and  bankruptcy.  Because  a  cor- 
poration is  unable  to  meet  its  obligations  promptly,  how- 
ever, does  not  necessarily  imply  that  the  enterprise  is 
unprofitable.  Many  corporations  doing  an  immensely 
profitable  business  are  insolvent  because  of  the  very 
magnitude  of  that  business — their  working  capital  is 
not  large  enough  to  meet  the  demands  upon  it;  they 
have  outgrown  the  financial  resources  at  their  command. 
A  corporation  in  this  condition  may  have  ample  assets 
so  far  as  tangible  property  is  concerned,  but  these  assets 
are  not  readily  convertible  into  cash,  hence  there  is  an 
155 
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inability  to  meet  obligations  and  a  condition  of  insolv- 
ency exists. 

This,  judged  solely  from  the  viewpoint  of  commercial 
law,  means  failure,  and  in  the  case  of  an  individual 
would  be  met  by  the  creditors  with  a  demand  for  a 
receiver,  or  the  filing  of  proceedings  in  bankruptcy,  un- 
less a  showing  could  be  made  which  would  warrant  a 
compromise  or  extension  of  credit. 

General  Course  with  Corporations. 

It  is  seldom  that  creditors  thus  interfere  with  the 
operation  of  a  corporation  no  matter  how  marked  the 
signs  of  insolvency  may  be,  and  the  larger  the  corpora- 
tion the  less  likelihood  there  will  be  of  any  interference. 
Creditors,  as  a  rule,  prefer  to  leave  the  concern  un- 
hampered, reahzing  that  in  this  course  lies  the  greatest 
possibihty  of  eventually  getting  their  claims  paid.  Pro- 
ceedings under  the  bankruptcy  act  are  markedly  infre- 
quent. One  reason  for  this  is  that  the  line  of  corporate 
enterprises  coming  within  the  scope  of  the  bankruptcy 
act  is  limited  to  those  engaged  in  manufacturing,  trad- 
ing, printing,  publishing,  mining  or  merchandising. 
Action  in  the  case  of  these  m.ust  be  by  involuntary  peti- 
tion by  three  or  more  creditors.  No  corporation  can 
file  a  voluntary  petition. 

Exemptions  From  Bankruptcy. 

Corporations  engaged  in  a  common  carrier  or  other 
service  of  a  public  utility  nature,  such  as  railroading, 
etc.,  can  not  be  forced  into  bankruptcy,  no  matter  how 
badly  their  finances  may  be  involved.  In  cases  where 
the  protection  of  creditors  demands  legal  action,  the 
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proceedings  are  invariably  in  the  nature  of  an  applica- 
tion for  a  receiver,  and  the  official  thus  named  by  the 
court  operates  the  business  of  the  insolvent  corporation 
and  is  supposed  to  see  that  its  affairs  are  honestly  and 
impartially  administered  with  a  view  to  the  protection 
of  all  concerned. 

Powers  and  Duties  of  Receivers. 

When  a  receiver  is  named  for  a  comparatively  small 
corporation  the  successful  operation  of  which  in  the 
future  is  a  matter  of  doubt  a  winding  up  of  the  com- 
pany's affairs  and  an  abandonment  of  business  is  in 
order,  provided  the  property  can  be  disposed  of  without 
serious  loss.  In  all  large  enterprises,  however,  where 
a  continuation  of  business  tends  to  improve  the  security 
of  the  creditors,  and  prevents  a  sacrifice  of  the  assets,  it 
becomes  the  duty  of  the  receiver  to  keep  the  corporation 
going ;  to  handle  its  affairs  exactly  the  same  as  if  he  were 
the  president  of  the  company,  responsible  only  to  the 
board  of  directors  and  stockholders. 

Effect  on  Public  Utility  Corporations. 

This  is  particularly  true  of  enterprises  of  a  public 
utihty  character  where  the  corporation  owes  a  duty  to 
the  public  as  well  as  to  its  creditors.  In  fact  an  effort 
to  dissolve  or  discontinue  a  corporation  of  this  kind 
would  meet  with  serious  opposition  from  the  courts 
unless  ample  provision  were  made  to  protect  the  public 
against  an  abandonment  of  the  service.  The  theory  of 
this  is  that,  if  a  corporation  is  chartered  to  perform  a 
service  of  public  necessity  for  profit  it  can  not  volun- 
tarily abandon  that  service  because  it  turns  out  to  be 
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unprofitable,  or  the  corporation  becomes  financially  em- 
barrassed. The  receiver  may,  with  the  permission  of  the 
courts,  borrow  such  money  by  the  sale  of  "receiver's 
certificates,"  or  in  other  ways,  as  may  be  necessary  to 
conduct  the  business ;  or  in  like  manner  he  may  contract 
with  some  responsible  party  to  continue  the  public  serv- 
ice should  the  dissolution  of  the  corporation  be  deemed 
advisable.  , 

Dissolution  Rarely  Resorted  To. 

In  nearly  all  the  States  provision  is  made  for  the 
exact  method  of  procedure  in  case  dissolution  is  resorted 
to.  This  provision,  however,  is  seldom  taken  advantage 
of  except  in  the  case  of  what  may  be  termed  insignificant 
concerns.  No  matter  how  badly  the  finances  of  an 
important,  or  reasonably  important,  corporation  may  be 
involved,  the  franchise  it  holds  is  almost  invariably  of 
too  great  a  value  to  be  lost,  or  deliberately  surrendered 
by  voluntary  dissolution.  This  applies  to  all  large 
merchandising  and  manufacturing  concerns  as  well  as 
those  of  a  pubhc  utility  nature.  The  United  States 
Steel  Corporation,  for  instance,  is  solely  and  exclusively 
a  manufacturing  company.  There  was  a  time  when  its 
stock  was  greatly  depressed  in  price,  and  there  were 
rumors  of  impending  dissolution.  Shrewd  investors 
did  not  accept  these  rumors  because  they  knew  that, 
regardless  of  the  question  of  the  corporation  being 
operated  at  a  profit,  its  franchise  was  worth  too  much 
money  to  admit  of  dissolution  being  even  seriously  con- 
sidered. 

Dissolution  means  an  absolute  retirement  from  busi- 
ness, a  complete  surrender  of  all  franchise  and  other 
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rights,  a  physical  and  financial  breaking  up  of  the  cor- 
poration. Consequently  it  is  rarely  resorted  to;  never, 
in  fact,  if  there  is  anything  left  worth  saving. 

Modem  Plan  of  Reorganization. 

In  the  place  of  dissolution  we  have  the  modern  plan 
of  reorganization.  Human  nature  is  selfish  and  it  some- 
times happens  that  corporations  are  deliberately 
wrecked  by  those  in  control  with  the  object  of  advanc- 
ing their  own  interests.  It  is  also  not  infrequently  the 
case  that  big  corporations  are  shattered  on  financial 
reefs  unintentionally.  In  either  event  relief  is  to  be  had 
by  reorganization.  Incidentally  it  may  be  remarked 
that  in  this  reorganization  process,  while  absolutely 
necessary  to  save  a  corporation's  life,  fortunes  have  been 
made  by  those  conducting  it. 

Illustration  of  the  method  and  active  principles  of 
reorganization  may  best  be  had  in  the  suppositious  case 
of  a  railroad  which  has  become  so  hopelessly  involved  in 
debt  that  further  operation  in  its  existing  form  is 
impracticable.  Does  this  mean  dissolution  of  the  corpo- 
ration, or  abandonment  of  the  property?  Not  at  all. 
Of  course  it  would  be  possible  to  sell  the  physical  prop- 
erty at  some  price,  but  the  amount  of  this  price  would 
depend  upon  how  badly  somebody  wanted  it. 

How  Heorganization  is  Effected. 

The  first  move  in  reorganization  is  the  appointment 
of  a  receiver.  So  long  as  this  officer  of  the  courts  is  in 
charge  creditors  and  others  who  may  be  hostile  to  the 
plan  can  not  interfere.  Next  various  committees  repre- 
senting the  bondholders  and  other  vitally  interested 
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parties  are  formed.  These  committees,  sometimes  as 
a  whole,  but  generally  through  specially  named  mem- 
bers, get  together  and  select  a  reorganization  commit- 
tee which  is  representative  of  all  the  interests  concerned. 

It  is  the  duty  of  this  latter  committee  to  formulate 
an  equitable  plan  of  readjustment,  one  that  will  make 
each  of  the  interests  bear  a  fair  share  of  the  financial 
load,  and  assure  to  each  an  equally  fair  share  of  the 
property  to  be  reorganized.  In  arriving  at  this  con- 
clusion there  are  four  main  points  to  be  considered : 

First,  total  amount  of  indebtedness;  second,  fair 
valuation  of  property;  third,  equitable  proportion  of 
each  interest;  fourth,  amount  of  working  capital 
required. 

Further  Course  of  Committee. 

Having  decided  upon  a  general  plan  which  appears 
equitable,  the  report  of  the  reorganization  committee 
is  submitted  to  the  committees  representing  the  bond- 
holders and  other  interests  for  approval  or  rejection.  If 
approved,  the  work  of  reorganization  goes  on;  if  the 
report  is  rejected,  a  new  reorganization  committee  is 
appointed,  or  the  old  one  does  the  work  over  again.  The 
end  sought  for  is  a  plan  which  will  be  acceptable  to  the 
various  interests  and,  until  this  is  secured,  there  can  be 
no  actual  progress  toward  reorganization. 

The  committee  must  evolve  a  plan  that  will  satisfy 
the  creditors,  relieve  the  corporation  from  its  pressing 
indebtedness,  furnish  adequate  working  capital,  and  e.* 
the  same  time  protect  so  far  as  possible  the  holders  o 
the  corporation  stock.  Frequently  this  latter  is  an 
impossibility  so  far  as  owners  of  common  stock  are  con- 
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cerned,  and  they  are  wiped  out  entirely,  left  without 
interest  of  any  kind  to  represent  their  original  invest- 
ment. 

Settling  the  Financial  Problem. 

Sometimes  the  reorganization  plan  provides  for  the 
formation  of  a  new  corporation,  which  assumes  the  lia- 
bilities and  assets  of  the  old  concern.  The  securities  of 
the  new  company  are  then  exchanged  for  those  of  the 
old  at  an  agreed-upon  price,  and  settlement  made  with 
the  nonsecurity-holding  creditors,  either  in  securities, 
or  part  cash  and  part  securities.  In  such  event  the  new 
corporation  requires  all  the  rights,  privileges  and  prop- 
erty of  the  old.  It  is  virtually  a  continuance  of  the 
insolvent  company.  Frequently  the  change  in  name  is 
so  slight  as  to  be  barely  recognizable,  as  in  the  case  of  a 
certain  transportation  company  which  became  insolvent 

as  the Railway  Co.,  but  worked  out  its 

financial  salvation  as  the Railroad  Com- 
pany. 

It  is  possible  in  some  instances  for  the  debtor  corpo- 
ration to  preserve  its  corporate  identity  and  effect  a 
satisfactory  settlement  by  retiring  its  old  bonds  and 
securities,  issuing  in  their  place  new  ones  at  a  lower 
ratio.  This  requires  the  consent  of  the  holders  of  the 
securities,  but  the  plan  is  by  no  means  an  unusual  one. 

How  Exchange  System  Works. 

The  first  bonds  of  an  insolvent  corporation  are  sell- 
ing, say,  at  60,  but  the  company  is  responsible  for  their 
redemption  at  maturity  at  the  par  value  of  100  regard- 
less of  the  market.    Under  the  reorganization  plan  the 
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holder  of  old  bonds  would  be  offered  $800  in  new  bonds 
for  each  $1,000  (par  value)  of  old.  Similar  tenders,  at 
a  lower  scale,  would  be  made  to  the  holders  of  the 
junior,  or  secondary  issues,  perhaps  as  low  as  $500  on 
the  $1,000  for  those  of  more  doubtful  security.  Should 
these  tenders  be  accepted,  and  they  generally  are,  the 
corporation  would  thus  start  in  scahng  down  its  bond 
obligations  materially.  An  original  bond  indebtedness 
of  $5,000,000  could  in  this  manner  be  cut  down  to 
$3,500,000  or  less,  and  the  corporation  relieved  of  in- 
debtedness to  just  this  amount. 

Unsecured  creditors  who  are  pressing  in  their  claims 
are  treated  in  the  same  way  so  far  as  the  price  of  the 
bonds  offered  them  is  concerned,  but  are  sometimes 
given  in  addition  a  bonus  in  stock,  and  a  partial  pay- 
ment in  cash.  Once  the  details  of  reorganization  are 
decided  upon  it  is  a  comparatively  easy  matter  to  effect 
a  settlement  with  the  bondholders  and  creditors. 

The  Raising  of  Cash. 

In  all  reorganization  plans  the  raising  of  a  consid- 
erable sum  of  money  in  cash  is  a  necessity,  and  the 
question  of  how  to  do  this  to  the  best  advantage  is  a 
serious  one.  As  a  rule  this  cash  is  raised  by  assessments 
on  the  stock,  but  care  must  be  taken  to  make  these  as- 
sessments moderate  or  the  shareholders  will  decHne  to 
meet  them  and  allow  their  holdings  to  be  forfeited. 
Should  the  amount  which  can  be  actually  raised  from 
the  stockholders  be  insufficient  an  assessment  nmst  be 
made  on  the  junior  bondholders,  but  this  is  seldom 
done. 
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Necessity  for  levying  tribute  from  the  bondholders 
may  be  averted  by  making  the  assessments  on  the  stock 
payable  in  installments,  and  where  large  sums  are  to  be 
raised  this  is  the  usual  practice. 

Occasionally  conditions  are  such  that  the  raising  of 
any  considerable  amount  of  cash  means  the  wiping  out, 
the  entire  elimination,  of  the  conamon  stock.  The  as- 
sessments may  be  so  heavy,  even  after  the  junior  bonds 
have  been  called  upon  for  a  fair  share,  that  it  amounts 
to  a  confiscation  of  the  stock.  And  yet  it  is  a  matter 
of  record  that  shares  in  a  reorganized  corporation  in- 
variably advance  sharply  in  value.  The  history  of  the 
Union  Pacific  affords  a  notable  example  of  this. 

Effect  of  Scaling-Down  Process. 

This  scaling  down  process,  while  reducing  the  amount 
of  the  corporation  indebtedness  so  far  as  present  neces- 
sities go,  and  making  liquidation  comparatively  easy, 
does  not  actually  reduce  the  volume  of  liabilities.  On 
the  contrary,  every  reorganization  loads  the  corpora- 
tion with  additional  debt.  Thus  a  corporation  owing 
$10,000,000  may  succeed,  through  the  scaling-down 
process,  in  securing  a  reduction  of  its  present  liabilities 
to  $7,500,000  and  settle  at  that  figure.  But  this  does  not 
mean  that  an  actual  saving  of  $2,500,000  has  been 
effected. 

In  order  to  raise  the  $7,500,000  required  for  liquida- 
tion and  provide  a  working  capital  it  has  become  neces- 
sary to  increase  the  corporation  indebtedness  to  $15,- 
000,000  by  the  issue  of  new  bonds  and  stock.  It  is  in 
effect  a  gamble  on  the  profits  of  the  future — a  specula- 
tion that,  under  the  new  order  of  things,  these  profits 
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will  be  enough  larger  to  make  the  assuming  of  the  addi- 
tional $7,500,000  of  habihties  a  paying  transaction. 

Analysis  of  the  Transaction. 

Take  the  case  of  a  corporation  which  owes  $10,000,- 
000,  payment  of  which  is  demanded  and  impossible  to 
meet.  One  of  two  actions  is  optional:  the  corporation 
— provided  it  is  not  of  the  pubhc  utihty  kind — may  quit 
business  and  allow  its  property  to  be  seized  and  sold  for 
the  benefit  of  its  creditors.  This  plan  satisfies  nobody. 
The  members  of  the  corporation  lose  everything  they 
have  invested,  and  the  bondholders  and  other  creditors 
obtain  only  a  part  of  their  claims. 

Study  of  the  situation  warrants  the  belief  that,  if  the 
pressing  claims  can  be  taken  care  of  and  a  working  capi- 
tal provided  that  will  permit  of  operation  on  a  more 
extended  scale,  large  profits  can  be  made,  and,  instead 
of  dissolution  and  collapse,  reorganization  is  decided 
upon. 

This  is  equivalent  to  saying:  "We  cannot  pay  $10,- 
000,000  now;  the  concern  is  insolvent,  but  if  we  can 
raise  funds  to  operate  on  we  can  easily  pay  $15,000,000 
twenty  years  from  now  and  disburse  a  large  amoimt  of 
interest  in  the  meantime." 

Much  Depends  Upon  Receiver. 

Having  perfected  a  plan  of  reorganization  that  is 
acceptable  to  the  creditors,  the  next  move  is  to  report 
conditions  to  the  court  and  secure  the  discharge  of  the 
receiver.  Necessity  for  his  serving  as  a  buffer  between 
the  corporation  and  its  creditors  no  longer  exists.  With 
rare  exception  this  official    is    of    the  kind  known  as 
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"friendly";  he  serves  in  the  interests  of  the  corporation, 
or  those  who  control  it,  rather  than  of  the  creditors,  al- 
though he  is  supposed  to  be  the  representative  of  the 
latter.  On  his  honesty  or  dishonesty  depends  entirely 
the  matter  of  actual  corporate  wreckage  or  rehabihta- 
tion. 

The  powers  of  a  receiver  are  practically  limitless. 
In  the  case  of  a  "friendly"  receiver  his  acts,  no  matter 
how  cleverly  disguised,  are  always  in  the  interest  of 
those  in  control.  If  these  men  desire  to  actually  wreck 
the  concern  they  encourage  extravagant  administration 
on  the  part  of  the  receiver.  As  the  debts  incurred  by 
the  latter  constitute  a  prior  lien  on  the  corporation  as- 
sets, it  is  easy  for  a  receiver  and  his  friends  to  make 
money  at  the  expense  of  the  corporation. 

A  Trick  in  Receiverships. 

It  is  not  even  necessary,  to  secure  the  appointment 
of  a  receiver,  that  a  corporation  should  be  insolvent,  pro- 
vided the  appHcation  is  made  by  the  right  people.  It 
simply  requires  collusion  between  the  corporation  offi- 
cials and  the  parties  making  the  application.  In  con- 
sidering this  proposition  we  must  keep  in  mind  the 
fact  that  failure  to  pay  a  matured  debt  on  demand  con- 
stitutes insolvency. 

Two  or  more  people  conspire  with  the  officials  to 
wreck  a  corporation.  They  secure  possession  of  claims 
against  it,  and  demand  payment.  In  pursuance  of  the 
plot  payment  is  refused,  care  being  taken  to  so  manipu- 
late the  finances  in  advance  that  the  treasury  for  the 
time  being  is  exhausted,  although  the  corporation  is  per- 
fectly sound  financially. 
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Application  is  made  at  once — sometimes  at  night — 
for  a  receiver.  On  the  ex  parte  showing  that  an  admis- 
sion of  insolvency  has  been  made  by  failure  to  pay  the 
claim  in  question,  the  judge  names  a  receiver.  This 
receiver  is  almost  invariably  the  one  suggested  by  the 
complaining  creditors,  and  in  this  way  the  conspirators 
get  complete  control  of  the  corporation. 

Other  Evils  Besides  Dishonesty, 

The  evils  in  this  system,  aside  from  the  opportunity 
afforded  for  dishonest  administration,  are  to  be  found  in 
the  fact  that  honest  creditors  and  stockholders  are  left 
without  protection.  If  the  officials  of  a  corporation 
see  fit  to  contest  an  application  it  is  practically  impossi- 
ble, or  at  least  very  difficult  and  prohibitively  expen- 
sive, for  a  creditor,  acting  in  good  faith,  to  secure  the 
appointment  of  a  receiver  even  when  an  act  of  in- 
solvency has  been  committed. 

Neither  can  stockholders  who  find  the  assets  of  a  cor- 
poration being  mismanaged  or  misdirected  obtain  the 
appointment  of  a  receiver,  unless  the  directors  consent. 
Action  of  this  kind  is  very  uncommon,  but  it  has  been 
taken  in  a  few  instances  with  the  result  that  the  appli- 
cants were  told  by  the  judges  that  their  only  rehef  was 
in  the  election  of  new  directors. 

This  discrimination  is  made  possible  by  the  fact  that 
when  the  officials  admit  insolvency  there  is  no  contest, 
and  this  admission  is  seldom  made  except  in  cases  of 
collusion  and  to  further  an  improper  purpose, 


CHAPTER  XII. 
LIMITATIONS   OF   CORPORATE   POWER, 

There  is  wide  difference  of  opinion  among  corpora- 
tion specialists  as  to  the  exact  hmitations  of  corporate 
power.  While,  as  explained  in  a  preceding  chapter, 
the  general  tendency  is  to  confine  the  acts  of  a  corpora- 
tion strictly  to  its  powers  as  laid  down  in  the  charter, 
considerable  latitude  is  exercised  in  the  definition  of 
these  powers.  In  this  connection  the  theory  of  "reason- 
able implication"  is  employed. 

As  a  general  proposition  it  is  held  that  a  corporation 
has  only  such  powers  as  are  expressly  granted,  or  neces- 
sarily implied  from  those  granted,  all  other  powers  be- 
ing excluded. 

Against  this  we  have  the  theory  of  general  capacity, 
meaning  that  a  lawfully  created  corporation  may  do 
anything  and  everything  absolutely  necessary  for  the 
proper  conduct  of  its  business,  even  if  not  expressly 
granted  by  the  charter,  nor  to  be  imphed  therefrom. 

Rulings  by  the  Courts, 
Courts,  as  a  rule,  are  inclined  to  a  liberal  construction 
of  this  point,  provided  the  rights  of  creditors,  or  of  the 
State,  are  not  thereby  affected.  But,  when  interests  of 
this  nature  are  involved,  whenever  it  is  possible  injury 
may  be  done  to  the  State,  the  general  pubhc,  or  indi- 
viduals, by  such  Hberal  construction,  the  ruhng  will  be 
almost  invariably  against  the  corporation. 
167 
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This  policy  of  the  courts  is,  in  effect,  saying  to  corpo- 
rations, "You  may  take  chances  and  do  things  not  ex- 
pressly granted  in  your  charters,  and  there  will  be  no 
trouble  unless  formal  complaint  is  made.  When  this 
is  done  you  must  take  the  consequences." 

It  would  be  much  better  for  all  corporations  in  the 
end  if  they  should  be  strictly  confined  to  the  powers 
granted  in  their  charters  and  not  permitted  to  go  out- 
side of  them  under  any  circumstances.  Under  the  ex- 
isting pohcy  there  is  a  temptation  at  times  to  perform 
acts  the  results  of  which  might  be  disastrous  to  the 
offending  corporation  should  the  matter  get  into  court. 

Kinds  of  Corporate  Powers, 

There  are  three  distinct  varieties  of  corporate  powers, 
viz. :   Specific,  imphed,  and  incidental. 

Every  corporation  is,  or  should  be,  empowered  by  its 
charter  to  do  something  specific,  this  "something"  be- 
ing so  plainly  stated  that  there  can  be  no  doubt  or  hesi- 
tation as  to  its  meaning.  In  connection  with  the  per- 
formance of  the  rights  or  powers  thus  specifically  stated 
it  is  possible  that  some  act  may  be  done  which  is  not 
specifically  provided  for  in  the  charter,  but  the  per- 
formance of  which  is  indispensable  to  the  proper  con- 
duct of  the  business.  Should  the  performance  of  this 
act  be  attacked  the  defense  of  implied  power  may  be 
raised. 

Besides  these  there  are  incidental  powers  which  be- 
long to  every  corporation  without  the  necessity  of  stat- 
ing them  in  the  charter.  Thus,  under  the  law  it  is  the 
general  right  of  every  corporation  to  sue  and  be  sued, 
to  make  by-laws,  to  have  a  corporate  name,  etc.    These 
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are  incidental  to  the  successful  operation  of  a  corpora- 
tion and  it  is  not  absolutely  necessary  to  specify  them, 
although  it  is  usually  done. 

Construction  of  Corporate  Powers. 

In  case  of  dispute  construction  of  corporate  powers 
will  be  made  according  to  the  language  of  the  charter. 
No  attempt  will  be  made  to  "split  hairs,"  but  words  will 
be  given  their  ordinary,  everyday  meaning. 

Corporations  invariably  have  the  right  to  borrow 
money  for  legitimate  corporate  purposes,  but  these  pur- 
poses do  not  include  the  purchase  of  a  corporation's  own 
stock.  It  has  been  repeatedly  held  that  a  corporation 
cannot  borrow  money  to  be  invested  in  its  own  shares. 
The  extent  to  which  money  can  be  borrowed  for  any 
purpose  depends  upon  the  statute  under  which  incor- 
poration is  had.  In  some  States  the  amount  is  limited 
to  the  "amount  of  the  capital  stock."  In  others  the  limit 
is  three-quarters  of  the  amount  of  such  capital  stock. 

A  party  knowing  the  financial  condition  of  a  corpo- 
ration, who  loans  it  money  in  excess  of  the  legal  limit, 
cannot  recover  such  excess.  But  a  party  who,  without 
such  knowledge,  loans  money  in  good  faith  in  excess 
of  the  legal  limit  has  a  valid  claim  for  recovery,  and  the 
directors  who  incurred  the  obligation  are  personally  re- 
sponsible to  the  stockholders  for  the  same. 

Issuance  of  Negotiable  Paper. 

Unless  expressly,  or  by  implication,  authorized  to  do 
so,  the  agents  of  corporations  have  no  power  to  issue 
any  form  of  negotiable  paper.  The  corporation  itself 
may  have  the  right,  but  this  right  cannot  be  assumed  by 
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an  agent  except  by  express  or  implied  authority.  Thus, 
if  such  agent  be  clothed  with  power  "to  borrow  money," 
the  method  of  making  the  loan  and  giving  security  for 
it  may  be  imphed. 

But  in  the  case  of  a  corporation  having  authority  to 
borrow  money  and  the  evidence  of  indebtedness  being 
issued  by  a  non-authorized  agent,  an  innocent,  bona  fide 
holder  of  such  instrument  will  be  protected,  provided  he 
had  no  knowledge  of  the  agent's  lack  of  authority. 

The  same  is  true  as  to  innocent,  bona  fide  holders  of 
notes  or  other  negotiable  paper  issued  ultra  vires,  or  for 
the  accommodation  of  an  outside  party. 

When  Corporations  May  Combine, 
In  the  case  of  railways  and  common  carriers  poohng, 
division  of  earnings,  etc.,  is  prohibited  only  as  regards 
competing  lines.  Such  combinations  are  vaHd  as  re- 
gards connecting  lines,  and  as  apphed  to  through  traffic, 
provided  the  rates  are  reasonable. 

Combinations  in  restraint  of  trade,  or  which  prevent 
a  corporation  from  free,  unrestricted  action  on  its  own 
behalf,  are  illegal  and  punishable  by  fine  or  revocation 
of  charter.  So  likewise  are  voting  trusts  formed  for  the 
purpose  of  controlling  two  or  more  corporations  and 
forming  a  monopoly. 

In  New  Jersey  it  is  held  that  the  courts  have  no  right 
to  interfere  in  combinations  formed  by  one  corporation 
purchasing  the  stock  of  another  corporation  and  paying 
for  the  same  with  its  own  shares.  In  Ilhnois,  on  the 
contrary,  the  courts  hold  that  silch  combinations  are 
illegal,  especially  in  cases  where  a  service  of  any  kind 
is  performed  for  the  public,  and  the  combination  thus 
formed  restricts  competition. 
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General  Power  of  Consolidation. 

In  all  instances  where  consolidation  of  existing  cor- 
porations is  permissible  consent  of  the  State  and  of  the 
stockholders  must  be  obtained  before  such  consolidation 
becomes  effective.  In  most  instances  a  majority  vote 
is  sufficient  to  secure  this  consent  so  far  as  the  stock- 
holders are  concerned,  but  where  the  State  has  not  re- 
served the  right  to  act,  unanimous  consent  must  be  ob- 
tained from  the  stockholders. 

Consohdations  of  this  kind  are  effected  by  a  merger 
of  the  interested  corporations  into  one  organization,  in- 
volving a  complete  assembling  of  the  franchises,  assets 
and  liabilities  of  the  various  corporations  under  one  gen- 
eral management.  This  is,  in  contradistinction  to  the 
frust,  or  pooling,  combination  by  which  the  identity  of 
each  corporation  is  preserved.  In  the  latter  each 
branch  is  operated  independently,  its  affairs  being  di- 
rected and  managed  by  the  voting  trust.  In  an  actual 
consolidation  there  is  an  absolute  loss  of  identity. 

Debts  of  Merging  Corporations. 

When  a  consolidation  of  this  latter  nature  is  effected 
the  usual  plan  is  to  dissolve  the  old  corporations,  but 
this  does  not  relieve  them  of  their  liabilities.  While  such 
debts  as  may  exist  are  assumed  by  the  new  company 
they  are  also  collectable  against  the  old.  The  mere  fact 
of  dissolution  does  not  free  the  stockholders  from  their 
obligations,  and,  while  the  tangible  property  of  the  old 
companies  may  have  passed  into  the  possession  of  the 
new,  creditors  still  have  a  lien  upon  it  as  against  any 
transfer  which  may  be  made. 

Not  only  this,  but  the  new  corporation  is  held  by  the 
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courts  to  be  liable  to  the  creditors  of  the  old  concerns  to 
the  amount  of  the  property  transferred  by  the  latter, 
and  an  express  assumption  of  the  latter's  liabilities  is 
also  held  to  be  binding. 

In  like  manner  transfer  to  the  new  company  carries 
with  it  all  the  contract  rights  and  liabiHties  of  the  merg- 
ing corporations.  The  new  concern  is  entitled  to  what- 
ever profit  may  be  made,  and  also  succeeds  to  such  re- 
sponsibilities as  damages  resulting  from  non-fulfillment 
of  contracts,  torts,  etc. 

Power  of  Holding  Property.. 

In  at  least  one  respect  there  is  a  general  agreement  in 
the  statutes  of  the  various  States,  and  this  in  regard  to 
the  power  of  corporations  to  hold  real  and  personal 
property.  It  is  the  almost  unanimous  rule  that  no  cor- 
poration can  legally  acquire  or  hold  realty  in  excess  of 
its  legitimate  corporate  needs,  and  even  this  must  be 
expressly  stated  in  the  charter.  In  deciding  upon  the 
amount  to  be  thus  held  the  power  is  of  necessity  implied 
rather  than  specific. 

There  can  be  no  question  that  a  lumbering  or  timber 
corporation  would  have  legitimate  use  for  a  much 
greater  quantity  of  land  than  a  flouring  or  grist  mill 
corporation.  The  very  nature  of  the  timber  company's 
industry  makes  a  large,  continuous  supply  of  timber 
essential,  while  that  of  the  flouring  company  does  not. 
But  who  can  say  definitely  just  what  acreage  will  be 
thus  required  by  the  timber  corporation.  It  may  be 
1,000  or  10,000  acres. 

Under  the  common  law  it  would  be  held  that  there 
is  no  limit  to  the  power  of  a  corporation  to  acquire 
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realty,  but  this  is  overcome  by  the  express  provisions 
of  the  various  statutes. 

Personal  Property  Provisions, 

While  a  corporation  is  limited  in  the  same  way  as  to 
the  amount  of  personal  property  it  may  acquire  by  an 
outlay  of  its  actual  capital,  there  is  no  limitation  on  the 
amount  it  may  purchase  from  the  profits  of  the  concern. 
This  may  seem  to  be  a  narrow  distinction,  but  it  is  a 
sensible  one. 

By  this  rule  any  tendency  or  inclination  to  make  an 
unwise  investment  in  personal  property  to  the  extent  of 
depreciating  the  capital  is  overcome,  while  necessary  en- 
largements or  additions  are  made  possible  should  the 
profits  of  the  business  warrant  them.  It  is  unhkely  that 
money  will  be  expended  in  this  manner  unless  it  is  neces- 
sary, as  the  demands  from  shareholders  for  dividends 
will  tend  to  check  any  investments  which  can  be  avoided. 

In  short,  the  provision  is  for  the  purpose  of  protect- 
ing both  shareholders  and  creditors;  to  prevent  the 
tying  up  of  a  large  amount  of  corporation  capital  in 
equipment  which,  in  event  of  a  forced  sale,  would  not 
produce  a  fair  percentage  of  the  investment. 

Acts  Ultra  Vires  Illegal, 

There  is  a  nice,  a  very  nice,  distinction  between  power 
and  authority  in  corporation  matters.  A  corporation 
may  have  power,  according  to  its  charter,  to  do  a  cer- 
tain act,  and  yet  the  granting  of  this  power  may  be  be- 
yond the  authority  of  the  State.  In  such  instance, 
whether  the  power  named  be  designated  by  accident, 
oversight,  ignorance,  or  design,  acts  performed  under  it 
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become  ultra  vires,  because  the  corporation  has  no  right- 
ful authority  to  perform  them. 

The  hteral  meaning  of  ultra  vires  is  "transcending 
authority,"  and  in  this  may  be  found  the  best  explana- 
tion of  why  such  acts  are  illegal.  Carelessly  drawn  arti- 
cles of  incorporation,  haste  or  oversight  on  the  part  of 
the  State  authorities,  may  lead  to  a  great  deal  of  trouble. 
It  is  one  thing  to  perform  the  clerical  act  of  apj)roving 
papers  giving  a  corporation  power  to  perform  certain 
acts.  It  is  quite  another  matter  to  have  the  authority 
to  confer  such  power. 

Relation  of  Corporation  to  Public. 

Everybody  dealing  with  a  corporation  is  supposed  by 
the  law  to  advise  himself  thoroughly  as  to  its  condition 
and  legal  existence,  and  especially  as  to  its  actual 
powers.  There  are  some  few  instances  of  ultra  vires  in 
which  ignorance  of  conditions  may  be  successfully 
pleaded — one  of  them  is  where  the  holder  of  a  note  issued 
without  authority  by  an  agent  of  the  corporation  can 
show  that  he  had  no  knowledge  of  this  lack  of  authority 
on  the  part  of  the  agent.  But  this  applies  only  to  the 
ultra  vires  acts  of  individuals;  not  to  those  of  the  cor- 
poration itself. 

Ignorance  Is  No  Excuse. 

In  this  latter  condition  ignorance  is  no  excuse.  A 
party  misled  by  ultra  vires  acts  of  a  corporation  has,  as 
a  rule,  no  redress. 

As  a  broad,  general  proposition  all  ultra  vires  acts 
are  null  and  void.  In  practice,  however,  it  has  become 
the  custom  to  look  upon  such  proceedings  as  voidable 
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upon  complaint,  rather  than  as  absolutely  void  of  them- 
selves without  the  formality  of  a  complaint.  This  per- 
mits of  many  acts,  not  strictly  legal,  being  done  with  the 
consent  of  the  parties  thereto,  and  the  courts  will  not 
interfere  unless  injury  is  done  some  interested  party. 


"If  corporations  could  be  relieved  from  the  annoy- 
ances and  dangers  attending  the  attacks  of  the  place- 
hunter  and  the  professional  agitator,  and  be  protected 
against  the  demands  of  the  greedy  bosses  in  charge  of 
party  organizations,  they  would  submit  without  remon- 
strance to  all  proper  restraints  and  forget  their  past 
pohtical  affiliations  in  the  more  energetic  prosecution  of 
their  corporate  business." — Hon.  William  Lindsay, 
United  States  Senator  from  Kentucky. 


CHAPTER  XIII. 
MARKETING   OF   CORPORATE   SECURITIES. 

It  is  only  in  connection  with  corporations  of  large 
capital — $1,000,000  or  over — that  the  question  of  the 
marketing  of  securities  need  be  considered.  In  the  case 
of  smaller  concerns  the  matter  is  one  which  takes  care  of 
itself.  In  these  latter  instances  the  securities  are  gener- 
ally taken  by  those  interested  in  the  organization  of  the 
company,  or  by  people  who  have  personal  knowledge 
of  the  purposes  and  prospects  of  the  enterprise,  and 
are  reasonably  convinced  as  to  the  chances  for  suc- 
cess. 

With  large  corporations,  however,  the  matter  of  ma- 
king a  market  for  securities,  not  only  those  contem- 
plated at  the  time  of  organization,  but  such  subsequent 
issues  as  may  be  necessary,  is  one  of  serious  import.  It 
is  essential  that  this  market  should  be  a  positively  re- 
liable one  so  that  there  may  be  no  delay  or  uncertainty 
when  the  time  comes  to  raise  funds. 

Floating  of  New  Securities. 

All  corporations,  of  course,  desire  to  have  their  se- 
curities command  good  prices,  but  there  are  occasions 
when  certainty  of  sale  at  some  price  is  of  more  import- 
ance than  the  price  itself.  This  brings  us  face  to  face 
with  a  most  curious  condition. 

It  is  a  general  rule  (statutory)  in  nearly  all  the 
States — in  fact,  it  is  practically  universal — that  a  cor- 
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poration  cannot  dispose  of  its  stock  until  it  has  received 
its  full  par  value.  There  is,  general^  speaking,  no  limi- 
tation as  to  the  price  at  which  bonds  may  be  disposed  of, 
but  the  stock  put  out  must  represent  an  equal  amount 
of  cash  or  property  actually  turned  over  to  the  treas- 
ury of  the  corporation.  This  would  seem  to  bar  the 
sale  of  stock  by  the  corporation  at  less  than  par,  but, 
thanks  to  the  ingenuity  of  the  modern  financier,  it  has 
no  such  effect.  Were  this  law  strictly  adhered  to  it 
would  make  impossible  the  successful  flotation  of  mon- 
ster corporations. 

How  the  Law  Is  Evaded. 

It  is  rarely  the  case  that  the  general  public  will  pay 
par,  or  anything  like  par,  for  the  stock  of  a  large  cor- 
poration, the  success  of  which  is  an  unknown  quantity. 
Despite  this  the  stock,  or  a  large  part  of  it,  must  be 
floated  on  the  public  market.  The  original  incorpora- 
tors, even  in  monster  concerns,  take  only  an  insignifi- 
cant fraction  of  the  total  in  the  way  of  actual,  bona  fide 
subscriptions.  The  public  must  take  the  rest.  It  is 
sold  to  them  at  a  price  far  less  than  par,  but  the  law  is 
not  violated ;  it  is  simply  evaded. 

In  the  case  of  a  new  railway  company,  the  "insiders," 
the  original  incorporators,  organize  a  construction  com- 
pany with  which  the  railway  corporation  contracts  for 
the  construction  of  its  road.  The  railway  corporation 
has  no  funds  with  which  to  pay  for  the  work,  so  it  makes 
payment  in  advance  in  stock,  turning  over  to  the  con- 
struction company  all  the  authorized  common  stock, 
ostensibly  at  its  full  par  value,  but  in  sufficient  quantity 
to  admit  of  the  contractors  disposing  of  it  at  a  big  reduc- 
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tion  from  its  face  value,  and  still  obtaining  money 
enough  to  pay  for  the  work.  It's  simply  a  matter  of  a 
difference  of  opinion  as  to  the  value  of  the  work,  and  of 
this  the  directors  are  the  sole  judges. 

Getting  Securities  Into  Ciroulation. 

In  various  ways  this  stock,  the  disposition  of  which 
would  otherwise  be  impossible,  begins  to  make  its  way 
into  the  hands  of  the  public.  One  favorite  method  is  for 
the  contractors  to  distribute  it  as  a  bond  bonus.  As  fast 
as  a  section  of  road  is  constructed  bonds  are  issued,  usu- 
ally to  the  amount  of  $20,000  a  mile.  These  bonds,  or  a 
good  part  of  them,  also  find  their  way  into  the  hands  of 
the  contracting  company,  which  uses  them  as  collateral 
on  which  to  secure  funds  for  the  work. 

The  bankers  or  trust  companies  which  advance  the 
money  for  building  purposes  accept  the  bonds  and  stock 
as  security  with  the  understanding  that  they  are  to  dis- 
pose of  them  to  their  customers  at  the  best  obtainable 
price.  If  tliis  is  less  than  the  amount  advanced  the 
borrowers  make  good  the  difference. 

Thus  far  the  market  is  a  limited  one,  and  of  a  purely 
personal  nature,  being  confined  to  such  deals  as  can  be 
made  between  the  corporation  and  the  people  with 
which  it  has  dealings,  and  between  the  latter  and  the 
bankers  who  advance  funds.  Being  an  uncertain  propo- 
sition all  around,  with  profits  a  matter  of  the  future, 
such  values  as  can  be  established  are  naturally  low. 

Stock  Exchange  the  Real  Market. 

It  is  not  until  corporation  securities  are  listed  on  a 
stock  exchange  that  a  certain  market  can  be  depended 
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upon.  To  secure  this  listing  the  officials  of  the  corpo- 
ration must  make  formal  application  to  the  secretary  of 
the  stock  exchange  on  wliich  listing  is  desired.  The 
matter  then  comes  before  the  governing  board  for  ac- 
tion. This  body  in  turn  calls  upon  the  corporation  for 
complete  details  of  its  financial  condition.  If  these  de- 
tails are  satisfactory  the  stock  is  listed.  If  they  are  not 
considered  favorable  the  application  is  rejected. 

Once  listed  a  security  becomes  to  a  certain  extent  the 
ward  of  the  exchange.  This  latter  body  does  not  in  any 
way  guarantee  the  solidity  of  the  stock,  beyond  a  state- 
ment of  the  facts  obtained  in  the  investigation.  It  does, 
however,  exercise  to  a  considerable  extent  active  control 
over  corporations  the  securities  of  which  are  thus  listed. 
One  feature  of  this  control  is  the  requiring  of  a  com- 
plete annual  report  at  least  fifteen  days  in  advance  of 
each  annual  meeting.  A  copy  of  this  report  in  detail 
must  be  mailed  to  every  stockholder. 

Public  Favors  Listed  Securities. 

The  fact  that  a  securit}^  is  listed  shows  that  the  ex- 
change officials  are  satisfied  with  the  financial  condition 
of  the  corporation  issuing  the  security,  and  that  it  is  a 
reasonably  safe  trading  proposition.  This  tends  to  es- 
tablish a  market  in  wliich  the  values,  while  purely  specu- 
lative, may  be  taken  advantage  of  at  any  time  by  those 
desiring  to  buy  or  sell.  It  is  a  certain  market  so  far  as 
getting  action  is  concerned,  and  at  the  same  time  a  very 
uncertain  one  as  regards  the  obtainable  prices.  Its  quo- 
tations, however,  are  accepted  the  world  over  as  a  basis 
of  transactions  even  between  private  parties. 

It  is,  by  way  of  example,  practically  impossible,  save 
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in  rare  instances,  to  borrow  money  in  a  legitimate  way 
on  an  unlisted  security.  On  the  other  hand,  loans  may 
always  be  negotiated  on  listed  securities,  the  amount  of 
the  loan  being  regulated  by  the  market  value  of  the  se- 
curity which  it  is  desired  to  hypothecate  as  collateral. 

One  Great  Central  Exchange. 

The  one  great  stock  exchange  of  the  United  States 
is  the  New  York  Stock  Exchange,  known  in  technical 
parlance  as  Wall  Street.  The  professionals  seldom  or 
never  refer  to  "the  exchange."  It  is  invariably  "Wall 
Street  does  this,"  or  "Wall  Street  does  that." 

There  are  other  exchanges  at  Boston,  Philadelphia, 
Pittsburg,  Baltimore,  Chicago,  St.  Louis,  Denver  and 
San  Francisco,  but  most  of  them  are  of  minor  import- 
ance, dealing  either  in  a  limited  number  of  specialities 
or  local  securities  exclusively.  Of  these  Boston  is  by 
far  the  most  important,  the  sj^ecialties  being  local  gas 
stock  and  the  shares  of  copper  mining  companies.  The 
volume  of  business  in  these  lines  is  respectably  large. 

New  York,  however,  is  the  one  great  central  security 
market.  In  addition  to  the  listed  department,  the  New 
York  Stock  Exchange  maintains  an  unlisted  depart- 
ment; there  is  also  the  Consolidated  Stock  Exchange, 
and  last  of  all  a  "Curb"  market  on  which  securities 
not  otherwise  handled  are  dealt  in. 

Dealing  In  Unlisted  Securities, 

Because  a  stock  is  not  listed  it  does  not  necessarily 
follow  that  it  is  a  weak  or  dangerous  security.  It  may 
be  that,  for  good  reasons,  probably  to  keep  the  infor- 
mation from  competitors,  that  the  officials  decline  to 
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give  the  complete  details  demanded  by  the  exchange 
as  a  pre-requisite  to  listing. 

For  the  convenience  of  corporations  of  this  kind — 
which  are  principally  "industrials" — the  New  York 
Stock  Exchange  maintains  an  "milisted"  department, 
in  which  a  large  volume  of  business  is  transacted  daily. 
There  is  a  demand  for  some  details  of  corporate  condi- 
tions in  the  unlisted  department,  but  the  range  of  inves- 
tigation is  greatly  limited  as  compared  with  that  pre- 
vailing in  the  listed  department.  As  a  consequence  the 
"unlisted"  securities  are  not  looked  upon  by  investors 
and  loaners  of  money  with  as  much  favor  as  those  which 
are  listed. 

What  the  "Curb*'  Means, 

"On  the  Curb"  is  the  term  used  to  designate  transac- 
tions outdoors  in  securities,  many  of  which  are  not  dealt 
in  on  the  exchanges.  The  term  is  a  literal  one ;  it  means 
just  what  it  says.  EfVery  day,  before  or  after  the  ad- 
journment of  the  regular  exchanges,  a  great  throng  of 
men  open  a  market  "on  the  curb"  and  buy  and  sell  eveiy 
imaginable  sort  of  security. 

This  market  is  totally  different  from  that  on  the 
exchanges.  All  the  dealing  is  between  individuals 
without  an  overseeing  or  controlling  power;  everything 
is  done  on  honor.  On  the  regular  exchanges  any  at- 
tempt at  dishonest  practice  to  evade  a  trade,  to  escape 
from  an  unprofitable  transaction,  would  be  met  by  pun- 
ishment, either  in  the  form  of  a  fine  or  by  expulsion. 

On  the  "Curb,"  while  the  opportunity  for  dishonesty 
is  unrestrained,  actual  occurrences  of  this  nature  are 
very  rare.  This  is  because  the  trading  is  done  exclusively 
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between  men  who  know  one  another,  either  in  a  per- 
sonal or  a  business  way.  While  in  theory  the  market 
is  open  to  everybody,  an  unknown  person  would  find  it 
impossible  to  obtain  recognition  as  a  trader. 

Gilt-Edged  Stocks  Dealt  In, 

While  the  so-called  "securities"  of  many  shady  cor- 
porations are  dealt  in  on  the  Curb,  numerous  gilt-edged 
stocks  are  also  handled  there.  American  Tobacco,  sell- 
ing at  432,  and  Standard  Oil,  for  which  there  is  a 
demand  at  623,  are  prominent  in  Curb  transactions. 
Western  Pacific  and  Burlington  railway  5  per  cent 
bonds  are  also  favorites. 

In  short,  it  is  possible  to  sell  anything,  not  listed  on 
the  regular  exchanges,  "on  the  Curb."  There  is  a  mar- 
ket, at  some  price,  for  everything  from  gold  dollars 
down  to  shares  in  Prof.  Bird's  Flying  Machine  Co. 
This  is  what  makes  the  stock  market  the  most  popular 
means  of  marketing  corporation  securities.  While  the 
market  thus  made,  as  previously  explained,  is  largely, 
almost  entirely,  a  speculative  one,  this  very  speculation 
furnishes  a  basis  on  which  actual  sales  and  deliveries  of 
stocks  may  be  made. 

Sales  By  Underwriting  Process. 

Another  method  of  disposing  of  corporation  securi- 
ties is  by  the  underwriting  process,  which  is  a  sort  of 
insurance  of  sales.  This  method  has  one  strong  and  one 
weak  feature.  The  strong  feature  is  that  it  assures  a 
fixed,  positive  price  to  the  corporation  and  also  assures 
a  market  at  this  price  for  the  amount  of  securities 
offered.    The  weak  feature  is  that  the  returns  of  cash 


184  MARKETING   OF   COKPORATE   SECURITIES. 

from  the  sale  may  be  long  delayed,  as  the  process  is  a 
slow  one.  When  a  concern  is  in  immediate  need  of 
funds  this  latter  feature  becomes  an  almost  insurmount- 
able objection.  Per  contra,  it  may  well  be  argued  that 
all  well-managed  corporations  will  provide  well  in 
advance  for  their  financial  needs,  and  thus  avoid  being 
pinched. 

Preferable  to  Forced  Sales. 

As  a  general  proposition,  provided  equitable  arrange- 
ments can  be  made,  the  underwriting  method  is  prefer- 
able to  forced  sales  on  a  stock  exchange.  But  here 
again  we  are  confronted  with  several  features  which 
require  close  study.  The  first  of  these  is  that  there  is 
a  limit  to  the  amount  of  securities  which  can  be  assimi- 
lated, or  disposed  of,  by  underwriting,  unless  the  project 
is  enormously  large,  so  large  and  prospectively  profit- 
able as  to  command  the  attention  of  men  who  under- 
write only  mammoth  enterprises,  men  like  J.  P.  Mor- 
gan, or  Kuhn,  Loeb  &  Co.  The  capacity  of  the  stock 
exchange  for  assimilation  is  unlimited.  Effort  to  take 
full  advantage  of  this  capacity,  however,  would  un- 
doubtedly cause  a  decided  shrinkage  in  value,  while  the 
price  set  by  underwriting  is  unchangeable. 

Details  of  Underwriting  Method. 

In  the  underwriting  process  arrangements  are  made 
with  some  responsible  individual  or  firm  to  take  the 
entire  issue  at  an  agreed-upon  price.  A  corporation 
has  decided  to  issue  $500,000  in  bonds.  The  under- 
writer agrees  to  take  them  all  at  90  cents  on  the  dollar. 
This  does  not  always  mean  that  the  bonds  have  been 
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actually  sold  for  immediate  delivery  at  that  price,  and 
that  the  money  will  be  forthcoming  on  delivery  of  the 
securities.  The  general  j^lan  is  for  the  underwriters  to 
place  the  bonds  among  their  customers  at  95,  or  to 
advertise  them  for  sale  to  the  public  at  the  same  figure. 
On  the  portion  thus  sold  the  underwriters  receive,  either 
the  difference  between  the  underwriting  and  the  market 
price  (5  points)  or  an  agreed-upon  commission.  Such 
bonds  as  may  remain  undisposed  of  are  taken  by  the 
underwriters  at  90.  Settlement  is  made  in  cash  for  the 
bonds  sold  as  fast  as  the  bonds  are  disposed  of.  Those 
remaining  in  the  hands  of  the  underwriters  are  paid 
for  at  the  close  of  the  sale,  a  fixed  date  for  this  closing 
being  always  named. 

This,  in  many  ways,  is  to  the  advantage  of  the  cor- 
poration in  cases  where  the  stockholders  will  not,  or 
cannot,  take  up  the  issue  at  par.  The  underwriters  pay 
all  expenses  of  pubhcity  in  connection  with  the  offering 
of  the  bonds,  and  carry  all  the  risk  of  the  issue  not  sell- 
ing at  90  or  more.  In  other  words,  the  commission,  or 
division  of  profits  paid  to  the  underwriters,  is  in  the 
form  of  a  premium  for  the  insurance  of  this  price. 

Deals  With  Big  Underwriters. 

Some  underwriters,  having  taken  a  risk  of  this  nature, 
divide  it  with  other  firms  in  the  same  line,  each  firm 
carrjdng  a  fair  proportion  of  the  risk,  and  sharing  pro 
rata  in  the  profits.  There  are  some  big  corporations, 
notably  the  United  States  Steel  Corporation,  and  the 
leading  railways,  like  the  New  York  Central,  the  Penn- 
sylvania, in  fact  all  of  them,  which  have  regular,  perma- 
nent underwriters  who  handle  their  securities  year  after 
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year.  The  New  York  Central  deals  through  the  firm 
of  J.  P.  Morgan  &  Co.,  the  Pennsylvania  with  Kuhn, 
Loeb  &  Co.,  the  Rock  Island  with  Speyer  &  Co.,  etc. 
In  such  cases  the  matter  of  guaranteed  price  is  a 
business  secret  between  the  parties  interested.  There 
is  no  bidding  for  the  underwriting  privilege.  Firms  hke 
those  mentioned  take  an  entire  issue,  no  matter  how 
large  it  may  be.  Deals,  of  $100,000,000  in  this  way  are 
not  uncommon. 

Risks  In  New  Enterprises. 

Securities  of  all  new  corporations  which  have  not 
attained  the  "going"  stage — are  not  already  engaged  in 
a  profitable  business — are  by  force  of  circumstances 
purely  speculative.  Nobody  can  foretell  with  any 
degree  of  accuracy  what  these  securities  may  be  worth 
a  month  or  a  year  after  they  are  issued.  Nobody  of 
business  sense  and  reputation  will  attempt  to  do  so. 
Hence,  if  an  underwriting  agreement  can  be  made, 
which  is  uncertain,  the  underwriters  assuming  this  risk 
will  naturally  demand  a  much  larger  margin  of  profit 
than  they  would  in  the  case  of  a  well-established 
proposition. 

The  actual,  tangible  assets  upon  which  the  bonds,  etc., 
are  based — ^the  real  property  and  equipment  of  the  new 
corporation — ^may  be  vastly  more  valuable  than  those 
of  an  older  concern,  and  yet  the  security  represented 
by  these  assets  be  of  less  real  value  than  in  the  latter 
case. 

How  Credit  is  Established, 
Take  two  corporations,  each  owning  $500,000  worth 
of  property,  and  each  seeking  to  float  an  issue  of  $250,- 
000  in  bonds.    One  is  an  old-established   concern.    Its 
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plant  is  rather  dilapidated  and  has  depreciated  much 
below  its  original  value,  but  the  company  is  "going," 
and  doing  a  profitable  business.  The  other  is  a  new 
concern,  its  plant  is  modern  and  up-to-date,  would 
bring  much  more  at  forced  sale  than  that  of  the  first- 
named  concern,  but  it  is  not  "going"  yet;  its  earnings 
are  small  and  uncertain;  its  profits  purely  prospective. 
Which  corporation  will  find  the  readiest,  surest  mar- 
ket for  its  securities  on  advantageous  terms?  Every 
experienced  underwriter  will  agree  that  those  of  the  old 
concern  will  be  the  safest,  most  inviting  as  an  invest- 
ment, despite  the  fact  that  the  tangible  security  is  not 
apparently  as  great. 

Income  vs.  Non-Income  Property. 

A  parallel  illustration  may  be  found  in  the  case  of 
two  large  business  buildings,  each  representing  the 
same  actual  value  in  money.  One  of  these  buildings  is 
profitably  rented ;  the  other  is  empty  and  returning  no 
interest  on  the  investment.  Which  would  be  considered 
the  more  valuable  as  security  for  a  loan? 

One  thing  may  be  depended  upon.  No  reputable 
underwriter  will  attempt  to  float  the  securities  of  a  cor- 
poration until  he  has  made  a  searching  inquiry  into  the 
affairs  of  the  concern,  particularly  a  rigid  investigation 
as  to  the  nature  and  value  of  its  assets  on  which  the 
securities  are  based.  To  a  certain  extent  the  under- 
writer stands  in  the  position  of  a  guarantor  of  the  securi- 
ties he  handles.  True,  he  does  not  actually  guarantee 
the  payment  of  interest  or  principal,  but  he  has  a  busi- 
ness reputation  at  stake  which  makes  it  imperative  that 
he  use  every  possible  precaution  to  protect  his  creditors. 
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To  this  end  the  underwriter  not  only  investigates  the 
nature  of  the  security  and  the  business  affairs  of  the 
company,  but  he  retains  expert  lawyers  to  pass  upon 
the  vahdity  of  the  securities,  to  make  sure  that  they  are 
legally  issued. 


CHAPTER  XIV. 
FEDERAL  TAXATION  OF  CORPORATIONS. 

Under  the  special  excise  act  of  August  5th,  1909,  the 
Federal  government,  acting  through  its  internal  reve- 
nue department,  collects  a  tax  of  one  percent  annually 
on  the  total  net  income  (exceeding  $5,000)  of  the  fol- 
lowing corporations : 

Banks  and  similar  institutions. 
Insurance  companies. 
Transportation  companies. 
Manufacturing  companies. 
Mercantile  companies. 
Miscellaneous  companies. 

This  tax  is  separate  and  distinct  from  that  imposed  by 
the  various  States  upon  similar  corporations.  It  is  a 
special  excise  measure,  and  is  computed  only  on  the 
annual  net  income  of  the  corporations  where  such  net 
income  exceeds  $5,000.  The  tax  levied  by  the  States 
covers  the  value  of  the  property  owned  by  the  corpora- 
tions, and  its  earning  power. 

Federal  Interest  Not  Exempt. 

Under  a  ruling  by  the  Attorney- General  of  the 
United  States,  interest  received  from  investments  in 
United  States  bonds  must  be  included  in  computing 
the  net  annual  income.  This  has  occasioned  consider- 
able comment  among  lawyers,  as  United  States  bonds 
189 
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are  expressly  exempted  (by  act  of  Congress)  from 
taxation,  and  this  exemption,  it  is  generally  held,  ap- 
plies as  well  to  the  earnings  of  such  bonds  as  to  the 
principal  invested  in  them.  Up  to  this  writing,  how- 
ever, the  question  has  not  been  passed  upon  by  the 
Supreme  Court  of  the  United  States. 

In  the  meantime  the  tax  is  made  to  cover  the  interest 
on  these  bonds,  under  the  opinion  of  the  Attorney-Gen- 
eral, as  will  be  seen  by  the  following  official  notice : 

(T.  D.  1583.) 

Special  Excise  Tax. 

Interest  received  by  corporations  on  United  States  bonds  to  be  Included  in 
the  gross  income  reported  by  sucli  corporations  under  section  38,  act  of 
August  5,  1909. 

Treasury  Department, 
Office  of  Commissioner  of  Internal  Revenue. 
Washington,  D.  C,  January  18,  1910.     ' 

In  view  of  the  fact  that  the  tax  imposed  by  section 
38  of  the  act  of  August  5,  1909,  is  not  upon  the  prop- 
erty or  income  of  corporations,  joint  stock  companies, 
etc.,  but  is  a  special  excise  tax  to  be  measured  by  the 
annual  net  income  of  such  corporations,  etc.,  it  is  held, 
conformably  to  the  opinion  of  the  honorable  Attorney- 
General,  to  whom  the  question  has  been  submitted — 

That  in  computing  the  amount  of  the  gross  income 
corporations  owning  United  States  bonds  should  in- 
clude the  interest  received  thereon,  and  that  such  inter- 
est should  not  be  deducted  from  the  gross  income  for 
the  purpose  of  ascertaining  the  net  income,  which  serves 
as  a  basis  for  computing  the  amount  of  taxes  to  be  paid. 

Royal  E.  Cabell,  Commissioner. 
Approved : 

Charles  D.  Hilles, 

Acting  Secretary  of  the  Treasury, 
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UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME 

(Aecfaon  a*.  Art  ol  Cortgnm  Epprored  Aq«oiI  ^  1909.) 


JNSURANCE    COMPANIES. 


KETUMJT  or  JfKt  I/fCOME.reetiv»d  during  the  Year  endtni  December  SI,  19.. 


corporation,  the  principal  place  of  business  of 


I.  Tot»l  »monii*  of  paii-np  rto«k  oatal»nding  »t  cIoM  of  y»r • 

»   ToUl  mnioint  af  bondsd  or  othw  indeb»e<Uo«»  onUUnding  »l  dote  of  ywr t 

8   0»o««  Incomb  (see  Not*  A) — '.._.. - * 


DEDUCTIONS. 


Toul  »iDounl  of  %\\  the  ordinary  and  oecMflary  expense  of  maiotot 
of  the  buBioegs  and  propertiea  of  the  corporation  (see  Nolo  ] 

(a)  ToUl  amount  of  Ioom  «i>Uined  January  1  to  December  tt  .. 


(t)  TotaVamonnt  of  depreciation  January  1  to  December  Jl • 

(•)  TotaJ  amount  other  than  diTidenda  paid  witkin  the  year  on  policy 

aad  annuity  contracU ♦ 

ii)  ToUl  amount  of  net  addition  required  by  law  to  be  made  witKis 

tk*  year  to  reeerv*  fund •• 


I  December  31  on  bonded  indebt- 
edneet  to  an  amount  not  lo  exceed  amount  of  pa'id-up  capital  at 

clowof  year  (see  Note  B) » 

T    (a)  Totaltaiespaid  January  1  to  December  31  Imposed  underaulhority 
of  the  U  nited  Statea  or  any  Slate  or  Territory  thereof t 

(V)  Foreign  tazee  paid I 

Total  (»ee  Note  B) -.^ 

8.  Amount  receired  by  way  of  diTidends  upon  itock  of  other  corporation; 
esmpaniet,  aaaociatiooi,  and  inaurance  compaoite  subject  to  thu  t 

Total  Dbbdctior* - 

».  N«T  Ihcom - 


10.  SpaclflcdeductioM  from  net  iacome  allowed  b/Uw .-•      ^S.OOO.OO 

11.  Aarantea  which  Ux  at  one  per  centmm  u  to  be  calculated  foe  aaaesement —  *■ - - 


8tat<  ov- 


President,  and ,  Treasurer,  of 

the  _  _ _  corporation,  whose  return  of  annual  net  income  is  set  forth  abore,  being  severally 

dnly  iwom,  each  for  himself,  deposes  and  says  that  the  foregoing  report  and  th?  several  items  therein  set  forth  are,  to  his  best 
knowledge  and  belief  and  from  such  information  as  he  has  been  able  to  obtain,  true  and  correct  in  each  and  every  particular; 
that  the  amount  of  grow!  income  therein  set  forth  is  the  full  amount  of  gross  income,  without  any  deductions  what.soeyer,  received 
from  all  eourcee  by  the  said  corporation  dnnng  the  year  sUted,  and  that  the  net  income  therein  aet  forth  is  the  fuU  amount  on 
which  the  tax  is  proper  to  be  assessed. 

BwoBH  Aiti)  SDBSCIUBKD  to  before  me  thia 


Official  Form  for  Return  of  Net  Income. 
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Official  Digest  of  Law. 

For  the  guidance  of  collectors,  and  the  general  public, 
the  following  official  digest  of  the  law  has  been  prepared 
by  Royal  E,  Cabell,  Commissioner  of  Internal  Reve- 
nue, and  approved  by  Franklin  MacVeagh,  Secretary 
of  the  Treasury. 

The  attention  of  collectors  and  others  is  specially 
called  to  the  fact  that  the  tax  imposed  by  this  section  of 
the  law  applies  to  all  corporations,  joint  stock  com- 
panies, associations,  or  insurance  companies  described 
(except  those  specifically  exempted),  without  reference 
to  the  kind  of  business  carried  on,  and  that  the  tax  is  to 
be  computed  upon  the  net  income  of  such  corporations, 
joint  stock  companies,  associations,  and  insurance  com- 
panies, which  shall  be  calculated  by  subtracting  from  the 
gross  income  received  from  all  sources  during  the  year 
certain  deductions  specifically  set  forth  in  the  statute. 

All  Corporations  Must  Report. 

Every  corporation,  joint  stock  company,  association, 
or  insurance  company  not  specifically  enumerated  as 
exempt  shall  make  the  return  required  by  law,  whether 
it  may  have  net  income  liable  to  tax  or  not. 

In  the  case  of  corporations,  joint  stock  companies, 
asociations,  or  insurance  companies  organized  under  the 
authority  of  the  United  States  or  any  State  or  Territory 
thereof,  including  Alaska  and  District  of  Columbia,  such 
net  income  relates  not  only  to  the  business  carried  on 
within  the  confines  of  the  United  States,  but  to  income 
received  from  business  transacted  in  any  foreign  country 
as  well.  In  case  of  corporations,  joint  stock  companies 
and  associations  organized  under  the  authority  of  for- 
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eign  countries,  the  terms  "Gross  income,"  "Net  income," 
and  "Authorized  deductions"  relate  only  to  business 
transacted  within  the  United  States  or  any  State  or 
Territory  thereof. 

Computing  Gross  Income. 

The  following  definitions  and  rules  are  given  for  de- 
termining the  gross  income  of  the  various  classes  of  cor- 
porations : 

1  A.  Banks  and  other  financial  institutions. — Gross 
income  consists  of  the  gross  revenue  derived  from  the 
operation  and  management  of  the  business  and  property 
of  the  corporation  making  the  return,  together  with  all 
amounts  of  income  (including  dividends  received  on 
stock  of  other  corporations,  joint  stock  companies,  asso- 
ciations, and  insurance  companies,  subject  to  this  tax) 
derived  from  all  other  sources,  as  shown  by  the  entries  on 
its  books  from  January  1  to  December  31  of  the  year  for 
which  return  is  made. 

1  B.     Insurance  companies. — Same  as  1  A  above. 

2.  Transportation  companies. — Same  as  1  A  above, 

As  Regards  Manufacturing  Companies. 

3.  Manufacturing  companies. — Gross  income  re- 
ceived during  the  year  from  all  sources  will  consist  of 
the  total  amount,  ascertained  through  an  accounting, 
that  shows  the  difference  between  the  price  received  for 
the  goods  as  sold  and  the  cost  of  such  goods  as  manu- 
factured. The  cost  of  goods  manufactured  shall  be 
ascertained  by  an  addition  of  a  charge  to  the  account  of 
the  cost  of  goods  as  manufactured  during  the  year  of 
the  sum  of  the  inventory  at  beginning  of  the  year  and  a 
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credit  to  the  account  of  the  sum  of  the  inventory  at  the 
end  of  the  year.  To  this  amount  should  be  added  all 
items  of  income  received  during  the  year  from  other 
sources,  including  dividends  received  on  stock  of  other 
corporations,  joint  stock  companies,  associations,  and 
insurance  companies,  subject  to  this  tax.  In  the  deter- 
mination of  the  cost  of  goods  manufactured  and  sold  as 
above  such  cost  shall  comprehend  all  charges  for  mainte- 
nance and  operation  of  manufacturing  plant,  but  shall 
not  embrace  allowances  for  depreciation  of  property 
nor  for  losses  sustained,  which  are  to  be  taken  account 
of  in  ascertaining  the  net  income  subject  to  tax  under 
the  proper  heading  in  the  authorized  deductions. 

Application  to  Mercantile  Corporations. 

4.  Mercantile  companies. — Gross  amount  of  income 
received  during  the  year  from  all  sources  consists  of  the 
total  amount  ascertained  through  inventory,  or  its 
equivalent,  which  shows  the  difference  between  the  price 
received  for  goods  sold  and  the  cost  of  goods  purchased 
during  the  year,  with  an  addition  of  a  charge  to  the 
account  of  the  sum  of  the  inventory  at  beginning  of  the 
year  and  a  credit  to  the  account  of  the  sum  of  the  inven- 
tory at  the  end  of  the  year.  To  tliis  amount  should  be 
added  all  items  of  income  received  during  the  year  from 
other  sources  inclusive  of  dividends  received  on  stock  of 
other  corporations,  joint  stock  companies,  associations, 
and  insurance  companies,  subject  to  this  tax.  In  deter- 
mining this  amount  no  account  shall  be  taken  of  allow- 
ances for  depreciation  of  property,  nor  for  losses  sus- 
tained which  are  to  be  taken  account  of  in  ascertaining 
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the  net  income  subject  to  tax  under  the  proper  heading 
in  the  authorized  deductions. 

Its  Bearing  on  Miscellaneous  Corporations. 

5.  Miscellaneous. — Gross  income  consists  of  the 
gross  revenue  derived  from  the  operation  and  manage- 
ment of  the  business  and  property  of  the  corporation 
making  the  return,  together  with  all  amounts  of  income 
(including  dividends  received  on  stock  of  other  corpora- 
tions, joint  stock  companies,  associations,  and  insurance 
companies,  subject  to  this  tax)  derived  from  all  other 
sources  as  shown  by  the  entries  on  the  books  from  Janu- 
ary 1  to  December  31  of  the  year  for  which  return  is 
made. 

It  will  be  noted  from  these  definitions  that  gross  in- 
come is  practically  the  same  as  gross  profits,  the  only- 
difference  being  that  gross  income  is  more  inclusive,  em- 
bracing as  it  does  not  only  gross  profits  of  the  corpora- 
tion, joint  stock  company,  and  association  itself,  but  also 
all  amounts  of  income  received  from  other  sources.  It  is 
immaterial  whether  any  item  of  gross  income  is  evi- 
denced by  cash  receipts  during  the  year  or  in  such  other 
manner  as  to  entitle  it  to  proper  entry  on  the  books  of 
the  corporation  from  January  1  to  December  31  for  the 
year  in  which  return  is  made. 

Disposing  of  Capital  Assets. 

Sale  of  capital  assets. — In  ascertaining  income  de- 
rived from  the  sale  of  capital  assets,  if  the  assets  were 
acquired  subsequent  to  January  1,  1909,  the  difference 
between  the  selling  price  and  the  buying  price  shall 
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constitute  an  item  of  gross  income,  to  be  added  to  or 
subtracted  from  gross  income  according  to  whether  the 
selhng  price  was  greater  or  less  than  the  buying  price. 
If  the  capital  assets  were  acquired  prior  to  January  1, 
1909,  the  amount  of  increment  or  depreciation  repre- 
senting the  difference  between  the  selhng  and  buying 
price  is  to  be  adjusted  so  as  to  fairly  determine  the  pro- 
portion of  the  loss  or  gain  arising  subsequent  to  January 
1, 1909,  and  which  proportion  shall  be  deducted  from  or 
added  to  the  gross  income  for  the  year  in  which  the  sale 
was  made.  But  for  the  purpose  of  determining  the  sell- 
ing price,  as  provided  in  this  section,  there  shall  be  added 
to  the  price  actually  realized  on  sale  any  amount  which 
has  already  been  set  aside  and  deducted  from  gross  in- 
come by  way  of  depreciation  as  defined  in  article  4  and 
has  not  been  paid  out  in  making  good  such  depreciation 
on  the  property  sold. 

Where  a  corporation  is  engaged  in  carrying  on  more 
than  one  class  of  business,  gross  income  derived  from 
the  different  classes  of  business  shall  be  ascertained  ac- 
cording to  the  definitions  above  applicable  thereto. 

Computing  Net  Income. 

Net  income  shall  be  ascertained  by  deducting  from  the 
gross  amount  of  the  income  of  such  corporation,  joint 
stock  company  or  association,  or  insurance  company, 
received  within  the  year  from  all  sources,  (first)  all  the 
ordinary  and  necessary  expenses  actually  paid  within 
the  year  out  of  income  in  the  maintenance  and  operation 
of  its  business  and  properties,  including  all  charges  such 
as  rentals  or  franchise  payments,  required  to  be  made 
as  a  condition  to  the  continued  use  or  possession  of  prop- 
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erty;  (second)  all  losses  actually  sustained  within  the 
year  and  not  compensate^  by  insurance  or  otherwise,  in- 
cluding a  reasonable  allowance  for  depreciation  of  prop- 
erty, if  any,  and  in  the  case  of  insurance  companies  the 
sums  other  than  dividends  paid  within  the  year  on  policy 
and  annuity  contracts  and  the  net  addition,  if  any,  re- 
quired by  law  to  be  made  within  the  year  to  reserve 
funds;  (tliird)  interest  actually  paid  within  the  year 
on  its  bonded  or  other  indebtedness  to  an  amount  of  such 
bonded  and  other  indebtedness  not  exceeding  the  paid- 
up  capital  stock  of  such  corporation,  outstanding 
at  the  close  of  the  year,  and  in  the  case  of  a  bank,  bank- 
ing association,  or  trust  company,  all  interest  actually 
paid  by  it  within  the  year  on  deposits.  [In  case  of  cor- 
porations, joint  stock  companies,  and  associations  organ- 
ized under  the  laws  of  a  foreign  country,  "the  propor- 
tion of  its  paid-up  capital  stock  outstanding  at  the  close 
of  the  year  which  the  gross  amount  of  its  income  for 
the  year  from  business  transacted  and  capital  invested 
within  the  United  States  and  any  of  its  Territories, 
Alaska,  and  the  District  of  Columbia,  bears  to  the  gross 
amount  of  its  income  derived  from  all  sources  within  and 
without  the  United  States"]^;  (fourth)  all  sums  paid  by 
it  within  the  year  for  taxes  imposed  under  the  authority 
of  the  United  States  or  of  any  State  or  Territory  there- 
of, or  imposed  by  the  government  of  any  foreign  coun- 
try as  a  condition  to  carrying  on  business  therein ;  (fifth) 
all  amounts  received  by  it  within  the  year  as  dividends 
upon  stock  of  other  corporations,  joint  stock  companies 

1  The  matter  included  in  brackets  []  relates  to  interest  actually  paid  within 
the  year  on  "bonded  or  other  indebtedness,"  and  should  be  read  In  connection 
with  the  preceding  provision  (art.  3)  relating  to  such  interest  paid  by  corpora- 
tions, joint  stock  companies,  etc.,  organized  in  the  United  States. 
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or  association,  or  insurance  companies,  subject  to  the  tax 
hereby  imposed. 

Rules  for  Foreign  Companies. 

Section  38  further  provides:  That  in  the  case  of  a 
corporation,  joint  stock  company  or  association,  or  in- 
surance company,  organized  under  the  laws  of  a  for- 
eign country,  such  net  income  shall  be  ascertained  (by 
making  Hke  deductions)  from  the  gross  amount  of  its 
income  received  within  the  year  from  business  transacted 
and  its  capital  invested  within  the  United  States  and 
any  of  its  Territories,  Alaska,  and  the  District  of  Co- 
lumbia. 

Also  that:  In  the  case  of  assessment  insurance  com- 
panies the  actual  deposit  of  sums  with  state  or  terri- 
torial officers,  pursuant  to  law,  as  additions  to  guaranty 
or  reserve  fund,  shall  be  treated  as  being  payments  re- 
quired by  law  to  reserve  fund. 

Also  (tliird  paragraph)  that:  There  shall  be  de- 
ducted from  the  amount  of  the  net  income  of  each  of 
such  corporations,  joint  stock  companies  or  associations, 
or  insurance  companies,  ascertained  as  provided  in  the 
foregoing  paragraphs  of  this  section,  the  sum  of  $5,000. 

The  net  income,  therefore,  is  the  remainder  of  the 
gross  income  after  making  the  specified  deductions. 

What  May  Be  Deducted. 

The  specified  deductions  actually  paid  within  the 
year,  set  forth  in  the  statute  and  as  described  in  article  3 
preceding,  shall  include  all  proper  items  of  expenses  and 
charges  under  the  respective  heads  as  designated.  The 
amount  returned  for  ordinary  and  necessary  expenses 
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actually  paid  within  the  year  out  of  income  in  mainte- 
nance and  operation  of  the  business  and  properties  of 
the  corporation  should  not,  however,  embrace  allowances 
for  depreciation  of  fixed  property  which  are  otherwise  to 
be  taken  account  of  under  the  proper  heading  in  the  ?,u- 
thorized  deductions,  nor  expenses  paid  within  the  year 
and  charged  to  such  allowances  for  depreciation  cred- 
ited in  the  current  year  or  in  previous  years.  In  ascer- 
taining expenses  proper  to  be  included  in  the  deductions 
to  be  made  under  this  article,  corporations  carrying  ma- 
terials and  supplies  on  hand  for  use  should  include  in 
such  expenses  the  charges  for  materials  and  suppHes 
only  to  the  amount  that  the  same  are  actually  disbursed 
and  used  in  operation  and  maintenance  during  the  year 
for  which  the  return  is  made. 

All  Liabilities  May  Be  Deducted. 

It  is  immaterial  whether  the  deductions  are  evidenced 
by  actual  disbursements  in  cash,  or  whether  evidenced  in 
such  other  way  as  to  be  properly  acknowledged  by  the 
corporate  officers  and  so  entered  on  the  books  as  to  con- 
stitute a  liability  against  the  assets  of  the  corporation, 
joint  stock  company,  association,  or  insurance  company 
makinff  the  return. 


'to 


Allowance  for  Loss  and  Depreciation. 

Losses. — The  deduction  for  losses  must  be  in  respect 
of  losses  actually  sustained  during  the  year  and  not  com- 
pensated by  insurance  or  otherwise.  It  must  be  based 
upon  the  difference  between  the  cost  value  and  salvage 
value  of  the  property  or  assets,  including  in  the  latter 
value  such  amount,  if  any,  as  has  in  -the  current  or  pre- 
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vious  years  been  set  aside  and  deducted  from  gross  in- 
come by  way  of  depreciation  as  defined  in  the  following 
section  and  not  been  paid  out  in  making  good  such 
depreciation. 

Deduction  for  Depreciation. 

Depreciation. — The  deduction  for  depreciation  should 
be  the  estimated  amount  of  the  loss,  accrued  during  the 
year  to  which  the  return  relates,  in  the  value  of  the 
property  in  respect  of  which  such  deduction  is  claimed 
that  arises  from  exhaustion,  wear  and  tear,  or  obso- 
lescence out  of  the  uses  to  which  the  property  is  put, 
and  which  loss  has  not  been  made  good  by  payments  for 
ordinary  maintenance  and  repairs  deducted  under  the 
heading  of  expenses  of  maintenance  and  operation  or  in 
the  ascertainment  of  gross  income.  This  estimate  should 
be  formed  upon  the  assumed  life  of  the  property,  its  cost 
value,  and  its  use.  Expenses  paid  in  any  one  year  in 
making  good  exhaustion,  wear  and  tear,  or  obsolescence 
in  respect  of  which  any  deduction  for  depreciation  is 
claimed  must  not  be  included  in  the  deduction  for  ex- 
pense of  maintenance  and  operation  of  the  property  or 
in  the  ascertainment  of  gross  income,  but  must  be  made 
out  of  accumulative  allowances  deducted  for  deprecia- 
tion in  current  and  previous  years. 

Making  of  Inventories. 

It  will  be  noted  that  an  inventory,  or  its  equivalent,  of 
materials,  supplies,  and  merchandise  on  hand  for  use 
or  sale  at  the  close  of  each  calendar  year  is  essential  in 
the  case  of  certain  corporations  in  order  to  determine 
the  gross  income,  and  in  case  of  other  corporations  to 
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determine  their  expenses  of  operation.  Where  such  in- 
ventory or  its  equivalent  was  not  taken  at  the  close  of 
the  year  1908,  a  supplemental  statement  showing  such 
inventory  approximately  must  be  submitted  with  the 
return  on  the  regular  form.  Such  supplemental  state- 
ment shall  be  verified  under  oath  by  the  treasurer  or 
principal  financial  officer  in  submitting  the  same. 

AVhere  any  item  under  any  of  the  deductions  is  of  an 
unusual  nature,  a  special  explanatory  note  referring  to 
such  item  shall  be  made  and  attached  to  the  form  at  the 
appropriate  place. 

How  Returns  Should  be  Made. 

Paragraph  3  of  said  section  38  also  provides:  And 
said  tax  shall  be  computed  upon  the  remainder  of  said 
net  income  of  such  corporation,  joint  stock  company  or 
association,  or  insurance  company,  for  the  year  ending 
December  31,  1909,  and  for  each  calendar  year  there- 
after; and  on  or  before  the  first  day  of  March,  1910,  and 
the  first  day  of  March  in  each  year  thereafter,  a  true 
and  accurate  return  under  oath  or  affirmation  of  its 
president,  vice-president,  or  other  principal  officer,  and 
its  treasurer  or  assistant  treasurer,  shall  be  made  by  each 
of  the  corporations,  joint  stock  companies  or  associa- 
tions, and  insurance  companies,  subject  to  the  tax  im- 
posed by  this  section,  to  the  collector  of  internal  reve- 
nue for  the  district  in  which  such  corporation,  joint  stock 
company  or  association,  or  insurance  company,  has  its 
principal  place  of  business,  or,  in  the  case  of  a  corpora- 
tion, joint  stock  company  or  association,  or  insurance 
company,  organized  under  the  laws  of  a  foreign  country, 
in  the  place  where  its  principal  business  is  carried  on 
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within  the  United  States,  in  such  form  as  the  Commis- 
lyoner  of  Internal  Revenue, 

What  the  Returns  Should  Show. 

Each  return  so  made  is  required  to  set  forth : 

(a)  The  total  amount  of  the  paid-up  capital  stock 
of  such  corporations,  joint  stock  companies  or  associa- 
tions, or  insurance  companies,  outstanding  at  the  close 
of  the  year; 

(b)  The  total  amount  of  bonded  and  other  indebt- 
edness of  such  corporation,  joint  stock  company  or  asso- 
ciation, or  insurance  company,  at  the  close  of  the  year; 

(c)  The  gross  amount  of  the  income  of  such  corpo- 
ration, joint  stock  company  or  association,  or  insurance 
company,  received  during  the  year  from  all  sources,  and 
if  organized  under  the  laws  of  a  foreign  country,  the 
gross  amount  of  its  income  received  within  the  year  from 
business  transacted  and  capital  invested  within  the 
United  States  and  any  of  its  Territories,  Alaska,  and 
th€  District  of  Columbia. 

Such  returns  are  also  required  to  set  forth  the  items 
claimed  as  deductions  (Article  4),  also  the  net  income 
after  such  deductions  have  been  made. 

Keeping  of  Accounts. 

Under  the  authority  conferred  by  this  act  forms  of 
return  have  been  prescribed,  in  which  the  various  items 
specified  in  the  law  are  to  be  stated. 

Blank  forms  of  this  return  will  be  mailed  to  collectors 
and  should  be  furnished  to  every  corporation,  not  ex- 
pressly excepted,  on  or  before  January  1,  1910,  and  on 
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or  before  January  1st  of  each  year  thereafter.  Failure 
on  the  part  of  any  corporation,  joint  stock  company, 
association,  or  insurance  company,  hable  to  this  tax,  to 
receive  a  blank  form  will  not  excuse  it  from  making  the 
return  required  by  law,  or  relieve  it  from  any  penalties 
for  failure  to  make  the  return  in  the  prescribed  time. 
Corporations  net  supplied  with  the  proper  forms  for 
making  the  return  should  make  apphcation  therefor  to 
the  collector  of  internal  revenue  in  whose  district  is  lo- 
cated its  principal  place  of  business.  Each  corporation 
should  carefully  prepare  its  return  so  as  to  fully  and 
clearly  set  forth  the  data  therein  called  for. 

No  Particular  System  Required, 

Bookkeeping . — No  particular  system  of  bookkeeping 
or  accounting  will  be  required  by  the  Department. 
However,  the  business  transacted  by  corporations,  joint 
stock  companies,  associations,  or  insurance  companies 
must  be  so  recorded  that  each  and  every  item  therein  set 
forth  may  be  readily  verified  by  an  examination  of  the 
books  and  accounts,  where  such  examination  is  deemed 
necessary. 

Calendar  year. — As  the  law  specifically  provides  that 
the  tax  imposed  shall  be  computed  on  the  net  income 
during  each  ''calendar  year,"  returns  of  income  based  on 
any  period  other  than  the  calendar  year  can  not  be 
accepted. 

Corporations  organized  during  the  year,  or  going  into 
liquidation  during  the  year,  should  nevertheless  render 
a  sworn  return  on  the  prescribed  form. 
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Duties  of  Collectors. 

Collectors  will  see  that  as  soon  as  each  return  made 
by  any  corporation  is  received  a  record  on  Form  632  is 
made,  setting  out  the  name  of  the  corporation  making 
the  return,  the  nature  of  the  principal  business  tran- 
sacted, the  location  of  principal  place  of  business,  with 
net  income  reported,  and  the  date  on  wliich  such  return 
was  received.  The  date  of  receipt  in  each  case  will  be 
noted  in  the  last  column  of  that  form,  in  which  column 
the  list  on  which  assessment  is  made  will  also  be  noted. 
For  this  purpose  the  column  so  used  may  be  sub-divided, 
or  the  date  of  receipt  of  such  returns  may  be  noted  in 
red  ink  over  the  date  entered  therein 

Any  collector  will,  whenever  it  appears  advisable  to  do 
so,  request  that  a  revenue  agent  be  specially  designated 
to  collect  and  furnish  this  office  with  such  other  data  as, 
in  his  judgment,  is  necessary  to  determine  the  actual 
amount  of  tax  to  be  assessed  against  any  corporation, 
joint  stock  company,  or  association,  which,  under  the 
law  set  forth  in  these  regulations,  is  required  to  make 
return. 

Such  returns  are  required  to  be  made  not  later  than 
March  1,  of  each  year,  and  any  failure  to  comply  with 
the  law  in  this  regard  should  be  at  once  reported  by  the 
collector  to  the  Commissioner  of  Internal  Revenue. 

To  enable  collectors  to  determine  whether  all  returns 
due  have  been  received,  a  careful  canvass  of  each  dis- 
trict should  be  made,  and  all  corporations,  joint  stock 
companies,  and  associations,  subject  to  the  tax  imposed, 
should  be  Hsted  as  above  directed. 
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Classification  of  Corporations. 

For  statistical  purposes,  all  such  corporations,  joint 
stock  companies  and  associations  will  be  classified  as 
follows : 

Class  A:  Financial  and  Commercial.  —  Including 
banks,  banking  associations,  trust  companies,  guaranty 
and  surety  companies,  title  insurance  companies,  build- 
ing associations  (if  for  profit) ,  and  insurance  companies, 
not  specifically  exempt. 

Class  B  :  Public  Service. — Such  as  railroads,  steam- 
boat, ferryboat,  and  stage-line  companies ;  pipe-line,  gas, 
and  electric-light  companies;  express,  transportation, 
and  storage  companies;  telegraph  and  telephone  com- 
panies. 

Class  C:  Industrial  and  Manufacturing. — Such  as 
mining,  lumber,  and  coke  companies ;  rolling  mills ;  foun- 
dry and  machine  shops ;  saw-mills ;  flour,  woolen,  cotton, 
and  other  mills ;  manufacturers  of  cars,  automobiles,  ele- 
vators, agricultural  implements,  and  all  articles  manu- 
factured wholly  or  in  part  from  metal,  wood,  or  other 
material;  manufacturers  or  refiners  of  sugar,  molasses, 
sirups,  or  other  products;  ice  and  refrigerating  com- 
panies; slaughterhouse,  tannery,  packing,  or  canning 
companies,  etc. 

Class  D:  Mercantile. — Including  all  dealers  (not 
otherwise  classed  as  producers  or  manufacturers)  in 
coal,  lumber,  grain,  produce,  and  all  goods,  wares,  and 
merchandise. 

Class  E:  Miscellaneous. — Such  as  architects,  con- 
tractors, hotel,  theater,  or  other  companies,  or  associa- 
tions, not  otherwise  classed. 
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When  classified  as  above  indicated  the  names  of  the 
various  corporations,  companies  and  associations  will  be 
listed  alphabetically,  and  will  be  numbered  consecutively 
(commencing  with  No.  1,  in  each  class) ,  and  in  forward- 
ing returns  or  papers  subsequently  rendered  or  sub- 
mitted by  such  corporations  or  companies  collectors  will 
see  that  the  same  have  placed  thereon  the  designating 
class  letter  and  number  corresponding  with  those  noted 
on  the  lists  herein  required  to  be  furnished. 

Examination  of  Books,  Eto. 

Paragraph  4  of  said  section  38  provides : 
Fourth.  Whenever  evidence  shall  be  produced  be- 
fore the  Commissioner  of  Internal  Revenue  which  in  the 
opinion  of  the  commissioner  justifies  the  belief  that  the 
return  made  by  any  corporation,  joint  stock  company 
or  association,  or  insurance  company,  is  incorrect,  or 
whenever  any  collector  shall  report  to  the  Commissioner 
of  Internal  Revenue  that  any  corporation,  joint  stock 
company  or  association,  or  insurance  company,  has 
failed  to  make  a  return  as  required  by  law,  the  Commis- 
sioner of  Internal  Revenue  may  require  from  the  cor- 
poration, joint  stock  company  or  association,  or  insur- 
ance company  making  such  return,  such  further  infor- 
mation with  reference  to  its  capital,  income,  losses,  and 
expenditures  as  he  may  deem  expedient ;  and  the  Com- 
missioner of  Internal  Revenue,  for  the  purpose  of  ascer- 
taining the  correctness  of  such  return  or  for  the  purpose 
of  making  a  return  where  none  has  been  made,  is  hereby 
authorized,  by  any  regularly  appointed  revenue  agent 
specially  designated  by  him  for  that  purpose,  to  exam- 
ine any  books  and  papers  bearing  upon  the  matters  re- 
quired to  be  included  in  the  return  of  such  corporation, 
joint  stock  company  or  association,  or  insurance  com- 
pany, and  to  require  the  attendjance  of  any  officer  or 
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employee  of  such  corporation,  joint  stock  company  or 
association,  or  insurance  company,  and  to  take  his  testi- 
mony with  reference  to  the  matter  required  by  law  to  be 
included  in  such  return,  with  power  to  administer  oaths 
to  such  person  or  persons ;  and  the  Commissioner  of  In- 
ternal Revenue  may  also  invoke  the  aid  of  any  court  of 
the  United  States  having  jurisdiction  to  require  the  at- 
tendance of  such  officers  or  employees  and  the  produc- 
tion of  such  books  and  papers.  Upon  the  information 
so  acquired  the  Commissioner  of  Internal  Revenue  may 
amend  any  return  or  make  a  return  where  nOne  has  been 
made. 

Assessment  and  Collection  of  Tax. 

Paragraph  5  of  said  section  38  provides : 
Fifth.  All  returns  shall  be  retained  by  the  Commis- 
sioner of  Internal  Revenue,  who  shall  make  assessments 
thereon;  and  in  case  of  any  return  made  with  false  or 
fraudulent  intent,  he  shall  add  one  hundred  per  centum 
of  such  tax,  and  in  case  of  a  refusal  or  neglect  to  make 
a  return  or  to  verify  the  same  as  aforesaid  he  shall  add 
fifty  per  centum  of  such  tax.  In  case  of  neglect  occa- 
sioned by  the  sicloiess  or  absence  of  an  officer  of  such 
corporation,  joint  stock  company  or  association,  or  in- 
surance company,  required  to  make  said  return,  or  for 
other  sufficient  reason,  the  collector  may  allow  such  fur- 
ther time  for  making  and  delivering  such  return  as  he 
may  deem  necessary,  not  exceeding  thirty  days.  The 
amount  so  added  to  the  tax  shall  be  collected  at  the  same 
time  and  in  the  same  manner  as  the  tax  originally 
assessed  unless  the  refusal,  neglect,  or  falsity  is  dis- 
covered after  the  date  for  payment  of  said  taxes,  in 
which  case  the  amount  so  added  shall  be  paid  by  the  de- 
linquent corporation,  joint  stock  company  or  associa- 
tion, or  insurance  company,  immediately  upon  notice 
given  by  the  collector.  All  assessments  shall  be  made  and 
the  several  corporations,  joint  stock  companies  or  asso- 
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ciations,  or  insurance  companies,  "shall  be  notified  of  the 
amount  for  which  they  are  respectively  liable  on  or  be- 
fore the  first  day  of  June  of  each  successive  year,  and 
said  assessments  shall  be  paid  on  or  before  the  thirtieth 
day  of  June,  except  in  cases  of  refusal  or  neglect  to 
make  such  return,  and  in  cases  of  false  or  fraudulent  re- 
turns, in  which  cases  the  Commissioner  of  Internal 
Revenue  shall,  upon  the  discovery  thereof,  at  any  time 
within  three  years  after  said  return  is  due,  make  a  return 
upon  information  obtained  as  above  provided  for,  and 
the  assessment  made  by  the  Commissioner  of  Internal 
Revenue  thereon  shall  be  paid  by  such  corporation,  joint 
stock  company  or  association,  or  insurance  company, 
immediately  upon  notification  of  the  amount  of  such 
assessment;  and  to  any  sum  or  sums  due  and  unpaid 
after  the  thirtieth  day  of  June  in  any  year,  and  for  ten 
days  after  notice  and  demand  thereof  by  the  collector, 
there  shall  be  added  the  sum  of  five  per  centum  on  the 
amount  of  tax  unpaid  and  interest  at  the  rate  of  one  per 
centum  per  month  upon  said  tax  from  the  time  the  same 
becomes  due. 

Will  Insist  Upon  Penalties. 

Upon  the  receipt  and  verification  of  the  returns  ren- 
dered, the  tax  as  ascertained  to  be  due  will  be  assessed 
as  above  prescribed;  and  notice  of  such  assessment  will 
be  given  and  subsequent  demand  made  (if  necessary)  on 
Forms  17  and  21,  respectively. 

In  case  of  failure  to  make  returns  within  the  time  and 
manner  required  by  the  statute,  or  where  the  return  ren- 
dered is  found  or  believed  to  be  incorrect,  action  in  such 
cases  will  be  taken,  as  provided  in  paragraph  4  of  the 
law. 

The  additional  tax  imposed  by  paragraph  5  of  the  law 
for  failure  to  make  the  required  return,  or  for  making  a 
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false  or  fraudulent  return,  will  in  all  cases  be  assessed  as 
therein  provided. 

Returns  to  Constitute  Public  Records. 

Paragraph  6  of  said  section  38  provides : 
Sixth.  When  the  assessment  shall  be  made,  as  pro- 
vided in  this  section,  the  returns,  together  with  any  cor- 
rections thereof  which  may  have  been  made  by  the  com- 
missioner, shall  be  filed  in  the  office  of  the  Commissioner 
of  Internal  Revenue  and  shall  constitute  public  records 
and  be  open  to  inspection  as  such. 

Penalties. 

Paragraphs  7  and  8  of  section  38  provide : 

Seventh.  It  shall  be  unlawful  for  any  collector,  dep- 
uty collector,  agent,  clerk,  or  other  officer  or  employee 
of  the  United  States  to  divulge  or  make  known  in  any 
manner  whatever  not  provided  by  law,  to  any  person, 
any  information  obtained  by  him  in  the  discharge  of  his 
official  duty,  or  to  divulge  or  make  known  in  any  man- 
ner not  provided  by  law  any  document  received,  evi- 
dence taken,  or  report  made  under  this  section  except 
upon  the  special  direction  of  the  President;  and  any 
offense  against  the  foregoing  provision  shall  be  a  mis- 
demeanor and  be  punished  by  a  fine  not  exceeding 
$1,000,  or  by  imprisonment  not  exceeding  one  year,  or 
both,  at  the  discretion  of  the  court. 

Eighth.  If  any  of  the  corporations,  joint  stock  com- 
panies or  associations,  or  insurance  companies,  aforesaid, 
shall  refuse  or  neglect  to  make  a  return  at  the  time  or 
times  hereinbefore  specified  in  each  year,  or  shall  render 
a  false  or  fraudulent  return,  such  corporation,  joint 
stock  company  or  association,  or  insurance  company, 
shall  be  liable  to  a  penalty  of  not  less  than  $1,000  and 
not  exceeding  $10,000. 

I.B.L.   Vol.  6—14 
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Any  person  authorized  by  law  to  make,  render,  sign, 
or  verify  any  return  who  makes  any  false  or  fraudulent 
return,  or  statement,  with  intent  to  defeat  or  evade  the 
assessment  required  by  this  section  to  be  made,  shall  be 
guilty  of  a  misdemeanor,  and  shall  be  fined  not  exceed- 
ing $1,000  or  be  imprisoned  not  exceeding  one  year,  or 
both,  at  the  discretion  of  the  court,  with  the  costs  of 
prosecution. 

Attendance  of  Witnesses,  Etc. 

Paragraph  8  further  provides : 

All  laws  relating  to  the  collection,  remission,  and  re- 
fund of  internal-revenue  taxes,  so  far  as  applicable  to 
and  not  inconsistent  with  the  provisions  of  this  section, 
are  hereby  extended  and  made  apphcable  to  the  tax  im- 
posed by  this  section. 

Jurisdiction  is  hereby  conferred  upon  the  circuit  and 
district  courts  of  the  United  States  for  the  district  within 
which  any  person  summoned  under  this  section  to  appear 
to  testify  or  to  produce  books,  as  aforesaid,  shall  reside, 
to  compel  such  attendance,  production  of  books,  and  tes- 
timony by  appropriate  process. 

Collection  of  Tax. 

The  tax  assessed  under  the  provisions  of  this  act  will 
be  collected  and  will  be  receipted  for  on  Form  1,  as  in 
the  case  of  other  assessed  taxes.  Unless  paid  within  the 
time  fixed  by  the  statute,  notice  and  demand  should  be  at 
once  issued,  and,  in  case  of  nonpayment,  distraint  pro- 
ceedings should  be  instituted  without  delay. 

Official  Synopsis  of  Decisions. 

Following  is  an  official  synopsis  of  decisions  made, 
from  time  to  time,  on  questions  relating  to  the  special 
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excise  tax  imposed  by  section  38,  act  of  August  5,  1909, 
on  corporations,  joint  stock  companies,  associations,  and 
insurance  companies : 

Corporations  Subject  to  Tax. 

1.  The  tax  imposed  by  the  act  apphes  to  all  corpora- 
tions, etc.,  described,  except  those  specifically  exempted, 
without  reference  to  the  kind  of  business  carried  on. 

2.  Every  corporation,  etc.,  not  specifically  enumer- 
ated as  exempt,  shall  make  the  return  required  by  law, 
although  its  net  income  during  the  year  may  not  have 
exceeded  $5,000. 

3.  Corporations  claiming  special  exemption  should 
nevertheless  make  return  (in  blank,  if  desired)  accom- 
panied by  a  statement  setting  forth  the  ground  on  which 
exemption  is  claimed. 

4.  Corporations,  etc.,  organized  during  the  year  or 
going  into  liquidation  during  the  year  should  neverthe- 
less render  a  sworn  return  on  the  prescribed  form.  The 
tax  imposed,  however,  is  held  not  to  apply  to  corpora- 
tions which  went  out  of  existence  prior  to  the  passage  of 
the  act. 

5.  Where  company  has  dissolved  and  the  required 
return  is  not  made  by  its  officers,  such  return  will  be  pre- 
pared by  Commissioner. 

Bankrupt  Concerns  Must  Repoii;. 

6.  Where  corporation  has  gone  into  bankruptcy,  re- 
turns in  such  cases  to  be  made  by  trustee  in  bankruptcy. 

7.  Railroad  companies  operating  leased  or  purchased 
lines  to  include  all  receipts  derived  therefrom,  and  if 
bonded  indebtedness  has  been  assumed,  may  deduct  in- 
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terest  thereon  to  an  amount  not  exceeding  its  own  paid- 
up  capital  stock.  If  such  subsidiary  companies  receive 
income  in  the  way  of  rentals,  etc.,  return  to  be  also  made 
by  such  companies. 

8.  Corporations,  etc.,  organized  under  the  authority 
of  the  United  States  or  any  State  or  Territory  thereof, 
or  Alaska,  or  the  District  of  Columbia,  to  include  in 
their  returns  not  only  the  income  derived  from  the  busi- 
ness carried  on  within  the  confines  of  the  United  States, 
but  income  received  from  business  transacted  in  any  for- 
eign country  as  well. 

9.  Corporations  having  branch  or  subsidiary  com- 
panies to  include  in  their  returns  the  income  of  all  such 
companies. 

Foreign  Corporations  Not  Exempt. 

10.  Foreign  companies  having  several  branch  offices 
in  the  United  States  should  each  designate  one  of  such 
branches  as  its  principal  office,  and  should  also  designate 
the  proper  officers  to  make  the  required  return. 

11.  Where  a  consolidation  of  two  or  more  corpora- 
tions has  been  effected  during  the  year,  and  each  or  any 
such  corporation,  subsequent  to  such  consolidation,  col- 
lects prior  existing  debts,  each  such  corporation  should 
make  separate  return  and  include  therein  all  such  col- 
lected debts,  as  also  all  income  received  during  the  year 
prior  to  the  date  of  consolidation. 

12.  "Principal  place  of  business"  is  held  to  mean  the 
principal  office  where  the  company  keeps  its  books  from 
which  the  required  return  is  to  be  prepared  and  not  the 
place  where  the  operating  plant  is  located. 
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13.  As  the  law  specifically  provides  that  the  tax  im- 
posed shall  be  computed  on  the  net  income  during  each 
calendar  year,  returns  of  income  based  on  any  period 
other  than  the  calendar  year  cannot  be  accepted. 

Figuring  on  Paid-Up  Capital. 

14!.  Full  amount  of  stock,  as  represented  by  the  par 
value  of  the  shares  issued,  to  be  regarded  as  the  paid-up 
capital  stock,  except  when  such  stock  is  assessable  on 
account  of  deferred  payments,  in  which  case  the  amount 
actually  paid  on  such  shares  will  constitute  the  actual 
paid-up  capital  stock  of  the  corporation. 

15.  Capital  stock  held  to  include  both  preferred  and 
common  stock. 

16.  Surplus  and  undivided  profits  not  to  be  included 
in  capital  stock. 

17.  Holding  companies  known  as  'Voting  trusts," 
receiving  only  dividends  on  stock  held,  and  having  no 
capital  stock,  etc.,  not  liable. 

18.  [Mutual  savings  banks  having  no  capital  stock 
not  liable  to  tax  imposed.  (Opinion  of  Attorney-Gen- 
eral, Februaiy  14,  1910.) 

Corporations  that  are  Exempt. 

19.  Co-operative  dairies  not  issuing  stock  and  allow- 
ing patrons  dividends  based  on  butter  fat  in  milk  fur- 
nished, not  liable. 

20.  Foreign  steamship  companies  having  no  office  in 
the  United  States,  whose  vessels  only  occasionally  touch 
at  ports  in  the  United  States,  not  regarded  as  doing 
business  in  this  country  within  the  meaning  of  the  stat- 
ute. 
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21.  Companies  organized  in  Porto  Rieo  and  not  en- 
gaged in  business  in  the  United  States  not  subject  to 
tax. 

22.  Corporations  owning  sugar  or  other  plantations 
and  disposing  of  the  products  thereof,  not  entitled  to 
exemption  as  agricultural  organizations. 

23.  Corporations  organized  to  sell  provisions,  etc., 
to  stockholders  and  others,  not  exempted. 

24.  Corporations  organized  for  the  purpose  of  hold- 
ing real  estate,  to  make  return  of  income  derived  from 
the  property  so  held. 

25.  IN'ational  banks  do  not  come  within  any  of  the 
exemptions  named  in  the  act. 

26.  "Agricultural  organizations"  held  not  to  come 
within  tlie  statutory  exemption,  unless  their  chief  object 
is  the  promotion  or  advancement  of  agricultural  inter- 
est, and  no  part  of  the  net  income  inures  to  the  benefit 
of  their  stockholders. 

Limits  to  the  Exemption  Clause. 

27.  Mutual  Hail  Association  regarded  as  an  insur- 
ance company  and  not  as  an  agricultural  association, 
and  therefore  hable  to  tax. 

28.  Exemption  in  favor  of  fraternal  beneficiary 
associations  does  not  apply  to  mutual  fire  insurance 
companies. 

29.  Limited  partnership,  if  organized  for  profit  and 
having  a  capital  stock  represented  by  shares,  although 
no  "certificates  of  stock"  are  issued,  are  liable  to  the  tax 
imposed.  (Opinion  of  Attorney- General,  February  14, 
1910.) 
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30.  Building  and  loan  associations  not  exempt  if 
having  a  capital  and  loaning  to  others  than  members,  i. 
e.,  if  doing  a  business  akin  to  banking  business. 

31.  Building  and  loan  associations  issuing  stock  on 
which  dividends  are  guaranteed  held  to  be  liable  to  tax 
imposed. 

32.  Interest  received  on  government  bonds  to  be  in- 
cluded in  gross  income.  (Opin.  Atty.  Gen.,  Jan.  13, 
1910.) 

Returns  Must  be  Verified, 

83.  Returns  should  be  signed  and  verified  by  two  of 
the  officers  designated  in  the  law.  Signing  of  one  per- 
son holding  two  such  offices  not  permitted.  Agents  for 
foreign  steamship  companies  may  sign  the  required  re- 
turns, if  so  authorized  by  their  companies. 

34.  Returns  not  required  to  have  corporate  seal 
affixed. 

35.  Returns  filed  with  deputy  collector  regarded  as 
having  been  filed  with  collector. 

36.  No  form  of  protest  prescribed.  Any  form  of 
protest  sufficient  if  filed  before  payment  of  tax.  Right 
of  protest  not  to  be  denied. 

Inventories,  Accounts,  Etc. 

37.  Where  an  inventory  or  its  equivalent  was  not 
taken  at  the  close  of  the  year  1908,  a  supplemental 
statement  showing  such  inventory  approximately  must 
be  submitted  with  the  return  on  the  regular  form.  Such 
supplemental  statement  shall  be  verified  under  oath  by 
the  treasurer  or  principal  financial  officer  submitting 
the  same.     (T.  D.  1578.) 
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38.  Cost  of  manufactured  articles,  or  articles  in 
process  of  manufacture,  held  to  include  original  cost 
of  materials  used,  plus  cost  of  labor,  etc. 

39.  Mortgaged  real  estate  should  be  inventoried  at 
its  full  value,  and  amount  of  mortgage  reported  as  in- 
debtedness. 

40.  Profits  realized  on  sale  of  real  estate  during 
year,  also  increase  in  value  of  unsold  property,  to  be 
included  in  income. 

41.  Receipts  during  year  from  lands  sold  on  in- 
stallment to  be  included  in  gross  income  for  that  year. 

42.  Receipts  from  sale  of  patent  rights  to  be  in- 
cluded in  income. 

43.  No  particular  system  of  bookkeeping  or  ac- 
counting will  be  required  by  the  department.  How- 
ever, the  business  transacted  by  corporations,  etc.,  must 
be  so  recorded  that  each  and  every  item  therein  set 
forth  may  be  readily  verified  by  an  examination  of  the 
books  and  accounts  where  such  examination  is  deemed 
necessary. 

Deductions,  Expenses,  Etc. 

44.  It  is  immaterial  whether  the  deductions  are  evi- 
denced by  actual  disbursements  in  cash  or  whether  evi- 
denced in  such  other  way  as  to  be  properly  acknowl- 
edged by  the  corporate  officers  and  so  entered  on  the 
books  as  to  constitute  a  hability  against  the  assets  of  the 
corporation,  etc.,  making  the  return. 

45.  Mortgage  indebtedness  on  real  estate,  if  as- 
sumed by  the  corporation  acquiring  such  real  estate, 
to  be  included  in  the  indebtedness  of  the  corporation. 
But  if  not  so  assumed  and  remains  only  as  a  lien  on 
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the  property,  interest  paid  thereon  may  be  deducted 
as  a  charge  "made  as  a  condition  to  the  continued  use 
or  possession  of  the  property."  (Opin.  Atty.  Gen., 
Feb.  21,  1910.) 

46.  Cost  of  erecting  building,  if  included  in  lease 
under  which  property  is  held  by  company,  is  a  proper 
deduction,  to  be  prorated  according  to  time  fixed  by 
lease. 

47.  General  expenses,  such  as  coal,  ship  stores,  etc., 
of  foreign  steamship  companies,  to  be  prorated  as  pro- 
vided in  act  for  interest  deductions. 

48.  Amount  received  by  nursery  companies  from 
sales  of  trees,  etc.,  less  amount  expended  for  seedlings 
and  young  trees,  to  be  included  in  gross  income. 
Amount  expended  for  labor,  salesmen,  etc.,  to  be  de- 
ducted as  expenses. 

49.  Commissions  allowed  salesmen,  paid  in  stock, 
may  be  deducted  as  expense  if  so  charged  on  books. 

50.  Sales  of  stock  and  bonds  are  regarded  as  sales 
of  capital  assets  and  should  be  so  accounted  for.  (Art. 
2,  regs.  31.)  But  proceeds  derived  from  sale  of  bonds 
used  in  defraying  ordinary  and  necessary  expenses  are 
a  proper  deduction  in  determining  the  company's  net 
income. 

51.  Stock  issued  in  payment  of  property  purchased 
represents  capital  investments,  and  notes  issued  during 
the  year  represent  indebtedness.  Corporate  funds  ap- 
plied to  the  payment  of  outstanding  notes  not  a  proper 
deduction  in  ascertaining  net  income. 

52.  Amounts  expended  in  betterments  or  repairs  not 
a  proper  deduction.  A  reasonable  allowance  for  depre- 
ciation of  stock,  etc.,  is  permissible. 
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53.  Betterments  and  repairs  not  proper  deductions 
as  expenses,  the  former  being  additions  to  the  capital 
assets  of  the  company,  and  the  latter  being  offset  by- 
allowance  for  depreciation. 

54.  Cost  of  replacing  old  rails,  structures,  etc.,  not 
regarded  as  ordinary  and  necessary  expenses.  Depre- 
ciation during  year  will  be  allowed,  however,  in  such 
cases. 

55.  Dividends  received  by  corporations  on  stock  of 
other  corporations  whose  net  income  does  not  exceed 
$5,000  is  nevertheless  a  proper  deduction  under  the  law. 
(Opin.  Atty.-Gen.,  Jan.  24,  1910.) 

5Q.  Dividends  received  on  stock  of  foreign  corpora- 
tions not  subject  to  tax  not  a  proper  deduction. 

57.  Dividends  paid  employees  in  lieu  of  wages  not 
proper  deduction  as  expenses. 

58.  Royalties  on  patent  rights  to  be  reported  as  in- 
come. Allowance  for  depreciation  of  patents  expiring 
during  year,  however,  will  be  allowed. 

59.  Pensions  paid  or  gifts  made  to  employees  are 
gratuities  and  not  "ordinary  and  necessary  expenses." 

60.  Where  allowances  on  account  of  salaries  are 
deemed  excessive  and  for  the  purpose  of  evading  the 
tax  due,  investigation  will  be  made,  and  if  the  facts  war- 
rant prosecution  will  follow. 

61.  Interest  paid  on  time  deposits  and  deposits  sub- 
ject to  check  constitutes  a  proper  deduction  from  the 
amount  of  gross  income  during  the  year. 

62.  Interest  on  portions  of  bonded  or  other  indebted- 
ness bearing  different  rates  of  interest  may  be  deducted 
from  gross  income  during  the  year,  provided  the  aggre- 
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gate  amount  of  such  indebtedness  does  not  exceed  the 
paid-up  capital  stock  of  the  corporation. 

63.  Interest  paid  during  the  year  on  notes  given 
prior  to  January  1,  1909,  to  be  prorated.  But  interest 
on  notes  given  in  1909,  and  payable  subsequent  to  De- 
cember, 1909,  unless  charged  on  the  company's  books, 
is  not  a  proper  deduction  from  the  income  of  that  year. 

64.  Interest  or  taxes  accruing  prior  to  the  year  for 
which  return  is  made  is  not  a  proper  deduction  from  the 
gross  income  for  that  year. 

65.  Unearned  premiums  set  aside  by  insurance  com- 
panies as  reserve  not  to  be  included  as  income  until 
earned. 

66.  Funds  set  aside  by  company  for  insuring  their 
own  property  not  a  proper  deduction. 

67.  As  the  tax  imposed  is  measured  by  and  is  not 
a  tax  upon  the  net  receipts  of  corporations,  etc.,  interest 
received  during  the  year  on  government  bonds  is  not  a 
proper  deduction  from  such  income  in  determining  the 
amount  of  tax  due.     (Opin.,  Atty.-Gen.,  T.  D.  1583.) 

68.  State,  county,  or  municipal  taxes  paid  during 
the  year  a  proper  deduction  in  ascertaining  the  net  in- 
come of  corporations. 

69.  Import  duties  or  taxes,  if  included  in  arriving  at 
cost  of  goods,  are  not  deductible  under  the  head  of  taxes 
paid  during  the  year. 

70.  Bad  debts,  if  so  charged  off  the  company's  books 
during  the  year,  are  proper  deductions.  But  such  debts, 
if  subsequently  collected,  must  be  treated  as  income. 

Depreciation. 

71.  Where  increase  or  decrease  during  the  year  in 
the  value  of  real  estate  acquired  in  previous  years,  sold 
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or  held  for  sale,  can  not  be  accurately  determined,  such 
increase  or  decrease  may  be  prorated,  as  provided  by 
regulations  in  cases  of  sale  of  capital  assets. 

72.  Depreciation  in  value  of  mines  by  the  removal 
of  ore,  if  not  otherwise  ascertainable,  may  be  prorated 
as  in  the  case  of  sales  of  capital  assets. 

73.  Depreciation  in  value  of  mines  by  the  removal  of 
ore,  if  in  excess  of  5  per  cent  of  investment,  to  be  ex- 
plained in  return  rendered. 

74.  Estimated  depreciation  in  oil  or  gas  wells,  build- 
ings, machinery,  etc.,  to  be  stated  in  detail,  if  exceeding 
5  per  cent  of  value  as  previously  inventoried. 

75.  Corporations  leasing  mines  and  paying  royalties 
on  ore  mined,  not  entitled  to  deduction  for  depreciation. 
But  corporations  owning  mines  are  entitled  to  allowance 
for  depreciation,  based  on  fair  estimate,  etc. 

76.  Removal  of  timber  from  timber  lands,  while  de- 
pleting the  lands  to  the  extent  of  such  removal,  is  re- 
garded as  a  charge  in  the  form  of  assets  and  not  a  depre- 
ciation within  the  meaning  of  the  act. 

77.  Deduction  on  account  of  depreciation  of  prop- 
erty must  be  based  on  Hf  etime  of  property,  its  cost,  value 
and  use. 

78.  Voluntary  removal  of  buildings,  etc.,  for  pur- 
pose of  improvements  not  regarded  as  loss  or  deprecia- 
tion, and  no  deduction  therefor  should  be  made. 


CHAPTER  XV. 

FEDERAL  CONTROL  OF  CORPORATIONS. 

Since  the  adoption  of  the  Inter-State  Commerce  Act 
by  Congress  in  1887,  the  Federal  authorities  have  had 
control  of  all  corporations  doing  business  as  common 
carriers.  These  include  railway  and  other  transporta- 
tion lines,  operated  for  the  purpose  of  transporting  or 
conveying  passengers  or  goods  from  one  State  to  an- 
other, to  or  from  the  District  of  Columbia,  and  from 
any  port  of  the  United  States  to  any  foreign  country. 

This  Federal  supervision  or  control  applies  to  every 
individual  so  engaged,  as  well  as  to  every  corporation, 
but  as  the  business  is  exclusively  in  the  hands  of  corpo- 
rations it  has  become  a  matter  of  usage  to  interpret  the 
act  as  applying  directly  to  the  latter. 

Federal  control  does  not  carry  with  it  any  rights  of 
charter  or  incorporation,  which  remain,  as  formerly,  with 
the  various  individual  States.  It  simply  vests  in  the 
Federal  government  the  power  of  supervision  over  such 
common  carriers  as  may  be  doing  an  inter-state  busi- 
ness, and  clothes  it  with  power  to  prevent  abuse  of  the 
privileges  conveyed  by  State  charter  or  incorporation. 

Features  of  Federal  Control. 

Under  the  Inter- State  Commerce  act  the  Federal 
authorities  are  vested  with  control  over  the  following 
transportation  features,  applying  to  both  passengers  and 
goods : 
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Rates — These  must  be  reasonable,  and  the  same,  to  all 
parties,  for  the  same  class  of  service. 

Service — This  must  be  without  discrimination  as  to 
any  individual,  corporation,  firm,  locahty,  community, 
or  class  of  business. 

Interchange  of  Traffic — Connecting  lines,  regardless 
of  ownership,  must  arrange  for  an  interchange  of  traffic 
at  connecting  points,  on  an  equitable  basis. 

Long  and  Short  Hauls — Kates  for  service  must  be 
arranged  upon  a  basis  that  will  be  fair  in  both  instances. 

PooZ5---Division  of  business  or  earnings  between  com- 
peting lines  is  absolutely  prohibited. 

Finances — Annual  reports,  showing  every  detail  of 
finance,  must  be  made  annually  to  the  Inter  State  Com- 
merce Commission  by  every  common  carrier. 

Safety  Appliances — The  Commission  has  power  to 
compel  the  use  of  automatic  couplers,  drawbars,  brakes, 
hand-rods,  and  similar  safety  devices. 

Method  of  Administration. 

Administration  of  inter-state  commerce  affairs  is  in 
the  hands  of  a  body  known  as  the  Inter- State  Commerce 
Commission.  This  consists  of  seven  members,  each  of 
whom  is  named  by  the  President  of  the  United  States, 
with  the  advice  and  consent  of  the  Federal  Senate. 
These  commissioners  each  hold  office  for  six  years,  but 
may  be  reappointed.  They  devote  their  time,  solely  to 
the  business  of  the  Commission,  each  member  receiving 
an  annual  salary  of  $10,000.  There  is  also  a  secretary 
to  the  Commission,  whose  salary  is  $5,000  a  year.    Such 
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other  employees  as  may  be  necessary  are  engaged  by  the 
Commission. 

In  theory  the  Commission  is  in  session  continuously 
within  regular  business  hours,  except  on  Sundays  and 
hoHdays.  Any  person  or  corporation,  with  a  grievance 
against  any  common  carrier,  may  file  a  complaint  with 
the  Cormnission,  and  the  matter  will  be  taken  up  for 
investigation.  In  cases  where  actual  damages  are  at 
issue,  the  person  or  persons  making  such  claim  may 
bring  an  action  in  the  United  States  district  or  circuit 
courts  for  the  recovery  of  such  damages,  without  laying 
the  matter  before  the  Commission.  This  is  frequently 
the  form  of  procedure  where  the  question  involved  is 
solely  a  pecuniary  one.  It  is  in  accord  with  the  spirit 
of  the  Inter- State  Commerce  Act,  the  main  purpose  of 
which  is  to  enforce  compliance  with  the  law,  rather  than 
to  serve  as  a  collection  agency. 

Still,  should  the  aggrieved  party  so  elect,  he  may  put 
the  case  in  the  hands  of  the  Commission,  and  it  then  be- 
comes the  duty  of  that  body  to  prosecute  it  in  the  courts. 
No  claimant,  however,  can  employ  both  methods  of  ob- 
taining relief. 

Powers  of  the  Commission. 

The  Commission  has  authority  to  inquire  into  the  busi- 
ness affairs  of  all  common  carriers,  and  to  enforce  by  aid 
of  the  Federal  courts  compliance  with  its  demands  for 
information,  the  production  of  books  and  other  records, 
the  attendance  of  witnesses,  etc.  In  this  respect,  as  in 
other  matters  over  which  it  has  control,  the  jurisdiction 
of  the  Commission  is  co-extensive  with  the  boundaries  of 
the  United  States. 
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Should  a  person,  properly  subpoenaed,  fail  or  refuse 
to  appear  before  the  Commission  he  may  be  proceeded 
against  as  for  contempt  of  court,  and  on  failure  to  purge 
himself  of  the  charge  may  be  punished  by  fine  or  im- 
prisonment on  the  order  of  any  United  States  circuit 
court. 

In  a  similar  way  the  Commission  is  empowered  to  take 
depositions,  both  in  the  United  States  and  abroad,  on 
the  giving  of  reasonable  notice.  Attendance  of  wit- 
nesses and  the  production  of  documentary  evidence  may 
be  compelled  in  the  same  manner  as  provided  for  en- 
forcing attendance  before  the  Commission  itself. 

Witnesses,  in  all  instances,  are  entitled  to  the  same 
fees  for  attendance  and  mileage  as  are  paid  for  like  serv- 
ice in  the  Federal  courts. 

Scope  of  Investigation. 

When  any  act  in  violation  of  the  Inter-State  Com- 
merce law  is  brought  to  the  attention  of  the  Commission, 
it  is  the  duty  of  that  body  to  at  once  notify  the  offending 
party  in  writing,  at  the  same  time  forwarding  a  detailed 
copy  of  the  charges,  in  writing,  and  calling  for  a  reply 
within  a  specified  time.  If  the  alleged  offender  replies 
within  the  time  named,  showing  that  reparation  has  been 
made  for  the  violation,  the  case  shall  be  dropped,  so  far 
as  that  particular  complaint  is  concerned.  If  satisfac- 
tory answer  is  not  made  within  the  time  specified,  then 
the  Commission  must  proceed  with  the  investigation. 

Direct  damage  to  the  complainant,  either  financially 
or  otherwise,  is  not  essential  to  the  maintenance  of  the 
complaint.    It  is  sufficient  to  show  that  there  has  been  a 
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violation  or  evasion  of  the  law — an  overt  act,  of  either 
commission  or  omission. 

All  witnesses,  unless  formally  excused,  must  testify, 
regardless  of  the  criminality  of  their  evidence.  In  other 
words,  they  cannot  take  advantage  of  the  plea  "it  might 
tend  to  incriminate  me."  To  secure  this  kind  of  evi- 
dence provision  is  made  that  no  person  thus  testifying 
shall  be  called  upon  to  answer  for  any  offense  he  may 
thus  disclose,  unless  it  be  perjury  in  the  giving  of  his 
evidence. 

Punishment  of  Offenders. 

Refusal  to  attend  to  testify,  or  to  produce  records,  is 
punishable  by  a  fine  of  not  less  than  $100,  or  more  than 
$5,000,  or  by  imprisonment  of  not  more  than  one  year, 
or  by  both  fine  and  imprisonment. 

Any  violation  of  the  provisions  of  the  Inter- State 
Commerce  act,  $5,000;  if  said  violation  shall  be  an  un- 
lawful discrimination  in  charges,  the  punishment  may 
be  imprisonment  in  a  penitentiary  for  two  years,  or  both 
fine  and  imprisonment. 

These  same  penalties  apply  to  false  billing,  false 
classification,  false  weights,  or  other  means  by  which  cer- 
tain shippers  or  passengers  may  be  favored. 

Should  any  common  carrier  neglect  or  refuse  to  pub- 
lish its  schedules  of  rates,  the  offender,  in  addition  to 
being  punished  by  $5,000  fine  and  two  years  imprison- 
ment, or  both,  may  also  be  served  with  a  mandamus  from 
any  circuit  court  of  the  United  States,  in  the  judicial 
district  in  which  the  principal  office  of  said  common  car- 
rier is  situated,  or  in  which  the  offense  is  committed. 
This  mandamus  will  order  instant  and  complete  com- 
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pliance  with  all  the  provisions  of  the  Inter-State  Com- 
merce act.  Should  this  not  be  complied  with,  punish- 
ment for  contempt  will  follow.  Furthermore,  an  in- 
junction may  be  issued  restraining  the  offender  from 
doing  business  within  the  limits  of  the  United  States. 

How  Orders  Are  Enforced. 

No  order  inflicting  fine  or  imprisonment  may  be  issued 
by  the  Commission,  which  is  purely  a  supervisory  and 
administrative  body.  It  is  the  duty  of  the  Commission 
solely  to  investigate  and  report  the  results  of  its  investi- 
gations. Should  the  offending  parties  decline  to  accept 
the  result  of  these  investigations,  it  then  becomes  the 
duty  of  the  Commission  to  lay  the  matter  before  a  Fed- 
eral court,  and  secure  compliance  with  the  law  by  means 
of  a  judicial  order.  This  is  made  easy  by  the  fact  that 
the  reports  and  recommendations  of  the  Commission  are 
accepted  by  the  courts,  as  prima  facie  evidence,  as  to 
points  thus  adduced. 

All  reports  and  findings  of  the  Commission  are  pub- 
hshed  under  the  supervision  of  the  Commission,  and 
these  publications  are  accepted  as  competent  evidence, 
without  further  proof  or  authentication,  not  only  in  all 
Federal  courts,  but  in  those  of  the  various  States  as 
well. 

How  Corporations  Are  Reached. 

Every  corporation  is  compelled  by  the  terms  of  its 
charter,  or  act  of  incorporation,  to  maintain  an  office 
and  representative  in  the  State  in  which  it  incorporates, 
and  also  in  other  States  in  which  it  may  file  certificates 
of  incorporation.  Take,  for  instance,  a  suppositious  case. 
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Let  US  imagine,  for  the  sake  of  illustration,  that  the  P. 
&  Z.  Railway,  with  a  capital  of  $1,000,000,  is  doing 
a  common  carrier  business  between  Chicago  and  New 
York.  Incorporation  in  lUinois  has  given  it  a  legal 
existence  and  also  legal  protection,  so  far  as  this  latter 
State  is  concerned,  but  it  is  without  these  desirable  and 
necessary  features  in  the  other  States  of  Indiana,  Ohio, 
^lichigan  and  New  York,  through  which  it  must  oper- 
ate to  complete  its  route. 

A  transcript  of  the  original  incorporation  in  Illinois 
is  filed  with  the  Secretary  of  State  in  each  of  the  other 
States,  each  transcript  setting  forth  the  amount  of  capi- 
tal that  will  be  employed  in  each  State.  In  Illinois,  for 
instance,  this  may  be  $250,000 ;  in  Indiana,  $50,000 ;  in 
Michigan,  $100,000;  in  New  York,  $250,000.  The  lia- 
bility of  the  company  in  each  State  is  thus  clearly  de- 
fined, and  its  fiduciary  officer  or  agent  in  each  State 
may  be  legally  served  with  the  necessary  papers  in  liti- 
gation of  any  kind  affecting  the  corporation. 

Any  Officer  May  Be  Served. 

In  some  cases  a  parent  company  is  organized  in  some 
State  in  which  it  does  not  intend  to  do  business.  This 
is  done  because  the  principal  incorporation  conditions 
are  not  onerous.  Auxiliary  companies,  or  smaller 
companies,  are  then  organized  and  incorporated  in  the 
States  in  which  business  is  to  be  done.  Thus,  we  may 
have,  the  P.  X.  &  Z.  Railway  Co.,  of  Arizona,  as  the 
parent  organization,  with  a  capital  of  $1,000,000:  the 
P.  X.  &  Z.  Railway  Co.  of  Illinois,  with  a  capital  of 
$250,000,  and  so  on. 
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The  result,  so  far  as  getting  service,  however,  is  the 
same.  There  must  be  a  resident  fiduciary  official  in  each 
State,  and  in  every  instance  he  can  sue  and  be  sued,  or 
cited  into  court,  or  before  the  Commission. 

In  event  of  failure  to  locate  this  fiduciary  official,  serv- 
ice may  be  had  on  any  officer  or  agent  of  the  corporation. 

Who  Shall  Be  Punished. 

In  event  of  a  conviction  in  court  involving  a  prison 
sentence,  the  question  naturally  arises,'  "Who  shall  be 
locked  up?"  It  is  manifestly  impossible  to  incarcerate 
a  corporation.  The  Inter-State  Commerce  act  ex- 
pressly provides  for  this  by  making  the  agent,  or  repre- 
sentative of  the  corporation,  directly  involved,  person- 
ally liable  for  the  offense. 

This  m.ay  work  hardships  at  times,  especially  in  the 
case  of  some  subordinate  acting  under  orders  from  a 
superior,  but  it  appears  to  be  the  only  way  of  enforcing 
the  law.  In  such  a  case  the  offender  may  accept  one  of 
two  alternatives:  He  may  shield  his  superior  and  pay 
the  penalty  himself ;  or,  he  may  disclose  the  source  of  his 
instructions  and  lose  his  position. 

When  it  is  a  question  of  money  only,  the  solution  is 
much  easier,  as  it  becomes  simply  a  matter  of  the  treas- 
urer paying  the  fine  wiUingly,  or  being  compelled  to  do 
so  by  the  courts. 

Upheld  by  Supreme  Court. 

For  some  time  after  its  adoption  there  were  grave 
doubts  as  to  the  constitutionality  of  the  act.  Eminent 
lawyers,  well  versed  in  Federal  and  State  law,  stoutly 
maintained  that  assumption  by  the  Federal  government 
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of  control  over  inter-state  commerce  was  a  usurpation  of 
State  rights.  Others,  of  equal  fame,  held  just  as  stoutly 
to  the  opposite  opinion.  It  was  not  until  the  Supreme 
Court  of  the  United  States  formally  affirmed  the  valid- 
ity of  the  act  that  the  controversy  ended. 

Even  now  the  points  raised  are  of  deep  interest, 
despite  the  fact  that  no  practical  application  of  these 
points  can  be  made  so  far  as  interfering  with  Federal 
control  is  concerned.  In  bringing  to  attention  this  phase 
of  the  subject,  we  cannot  do  better  than  to  present,  in 
digested  form,  the  contentions  of  both  sides. 

Argument  of  Opponents. 

"We  must  ever  keep  in  mind,"  argued  these  oppo- 
nents, "the  one  all-important  fact  that  all  law,  to  be 
binding  and  legal,  must  be  based  on  the  Constitution. 
This  document  is  the  sole,  unchanging  test  of  all  our 
statutes.  State  and  Federal.  Legislatures  and  Con- 
gresses may  enact  laws  which  conflict  with  the  Consti- 
tution; high  courts  in  time  of  emergency  may  tacitly 
endorse  them  by  passive  acquiescence,  but  in  the  end — ' 
though  tliis  end  may  be  long  deferred — these  enactments 
will  be  set  aside  as  unconstitutional. 

"Unless  the  act  of  Congress  under  which  the  Inter- 
State  Commerce  Commission  was  created  is  constitu- 
tional, then  all  the  acts  of  that  body  become  null  and 
void,  and  the  Commission  itself  ceases  to  exist.  It  is 
well  understood  that  the  Commission  was  created  and 
clothed  with  extraordinary  powers  in  response  to  pub- 
lic demand.  Corporations  engaged  in  inter-state  com- 
merce as  common  carriers,  had  become  defiant  of  public 
opinion,  arbitrarily  unjust  in  their  actions,  and  heedless 
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of  law  or  equity.  The  situation  became  intolerable.  All 
this  is  indisputable,  historical  fact.  It  was  to  remedy 
these  conditions,  to  inaugurate  and  continue  a  new  era 
of  justice  and  fairness  to  all  men,  that  the  Commission 
was  brought  into  existence.  It  was  a  necessity  at  that 
time ;  it  is  a  necessity  now. 

Relations  of  Interested  Parties. 

"This  broad  statement  must  not  be  taken  as  an  ap- 
proval of  the  constitutionality  of  the  act.  It  is  one 
thing  to  need  something ;  it  is  another  thing  to  obtain  it 
legally.  Let  us  consider  fairly  and  impartially  the  re- 
lations of  the  corporations  to  the  States,  and  the  rela- 
tions of  the  States  to  the  Federal  government.  Let  us 
make  a  close  critical  analj^sis  of  the  situation. 

"It  is  frankly  admitted  by  the  Federal  authorities 
that  Congress  cannot  lawfully  legislate  action  which 
will  be  effective  within  the  boundaries  of  any  specified 
State.  Admission  of  this  is  had  in  the  express  exemption 
of  the  Inter-State  Commerce  act  from  application  to, 
traffic  passing  entirely  within  the  limits  of  one  State. 
The  exact  language  is  as  follows : 

**  'Provided,  however,  that  the  provisions  of  this  act 
shall  not  apply  to  the  transportation  of  passengers  or 
property  .  .  .  wholly  within  one  State,  and  not 
shipped  to  or  from  a  foreign  country  from  or  to  any 
State  or  Territory  as  aforesaid.' 

"Here  we  have  an  open,  clear  admission  that  the  Fed- 
eral authorities  have  no  control  within  the  limits  of  any 
State  so  far  as  traffic  wholly  within  that  State  is  con- 
cerned. It  is  a  frank  admission  of  the  supremacy  of 
the  State  in  this  respect,  so  there  is  no  necessity  to  re- 
open the  question  of  State  rights. 
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"No  State  is  excepted;  the  provision  of  exemption 
applies  to  all. 

Situation  a  Peculiar  One. 

"Now,  if  there  were  any  intervening  territory  lying 
between  the  various  States,  and  over  which  territory  the 
Federal  government  held  jurisdiction  it  could  be  readily 
understood  how  the  Federal  authorities  would  have 
power  to  control  and  regulate  traffic  passing  through 
that  territory.  The  District  of  Columbia  is  a  good  illus- 
tration of  this  point.  It  is  Federal  territory,  lying  be- 
tween Maryland  and  Virginia.  No  one  will  dispute  the 
right  of  the  Federal  authorities  to  absolute  control  with- 
in that  territory. 

"Barring  a  few,  a  very  few  territories  in  the  West,  no 
similar  condition  exists  within  the  United  States.  In 
nearly  every  instance,  in  practically  all  instances,  the 
boundary  of  one  State  immediately  joins  onto  another. 
There  is  no  space  between  them.  The  line  of  demarca- 
tion is  purely  imaginary.  Take,  for  the  sake  of  argu- 
ment, the  States  of  New  York  and  Pennsylvania. 
Uncle  Sam — the  term  is  used  merely  for  convenience — 
says  in  effect : 

"  'I  have  nothing  to  do  with  traffic  wholly  within  New 
York,  or  wholly  within  Pennsylvania.  It  may  be  moved 
from  one  boundary  line  to  another  in  either  State  and 
I  cannot  interfere.  But  the  moment  the  traffic  crosses 
the  imaginary  line  dividing  the  two  States,  that  moment 
I  assume  control.' 

Control  Over  Exports  Admitted. 

"If  this  traffic  were  bound  for  a  sea-port  and  thence 
for  shipment  abroad,  then  the  Federal  authorities  would 
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undoubtedly  have  control  when  the  seaport  was  reached, 
and  could  dictate  terms  on  which  export  could  be  made. 
The  same  right  of  Federal  control  exists  as  regards  im- 
ports. 

"This  is  because  foreign  nations  do  not  recognize  our 
States  in  a  political  or  business  sense.  They  know  them 
only  in  what  may  be  called  a  geographical  way.  For- 
eign countries  have  no  official  dealings  with  any  of  the 
States.  Their  relations  are  solely  with  the  Federal  gov- 
ernment. Hence  it  naturally  follows  that  the  Federal 
government  has  control  over  exports  and  imports,  no 
matter  from  what  State  the  exports  may  come,  or  to 
what  State  the  imports  may  be  consigned.  But,  it  is 
further  our  contention,  that  this  control  can  not  become 
legally  effective  until  the  port  of  clearance  or  entry  is 
reached. 

"We  are  not  in  any  way  raising  the  question  of  State 
rights,  or  State  sovereignty.  Tliis  has  been  settled  in 
our  favor  by  the  action  of  the  Federal  government  in 
expressly  admitting  that  it  has  no  control  over  traffic 
wholly  within  the  boundaries  of  any  one  State.  Our 
position  is  that,  taking  this  admission  into  consideration, 
the  attitude  of  the  Federal  government  in  assuming  con- 
trol over  tliis  same  traffic  because  it  crosses  an  imaginary 
boundary  line  from  one  State  to  another,  is  unsound, 
illogical,  and  illegal.  It  is  a  usurpation  of  rights  which 
is  in  no  way  sanctioned  by  the  Constitution.  On  the 
contrary,  it  is  distinctly  a  violation  of  the  provisions  of 
that  document." 

Power  to  Regulate  Trade. 

Advocates  of  Federal  control  base  their  arguments  in 
favor  of  the  legality  of  the  act  almost  entirely  on  the 
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fact  that  tlie  Constitution  gives  to  Congress  the  power 
to  "regulate  trade." 

"Traffic  is  trade,"  they  maintain.  "Hence,  if  Con- 
gress has  the  right  to  regulate  trade,  it  has  the  right  to 
regulate  traffic.  Regulation  and  control  in  this  instance 
are,  synonymous  terms,  for  there  can  be  no  effective 
regulation  without  control.  You  cannot  regulate  some- 
thing over  which  you  have  no  commanding  control.  To 
attempt  to  do  so  would  be  to  act  merely  in  an  advisory 
capacity." 

This  was  the  main  point  advanced  in  support  of  Fed- 
eral control  of  inter-state  commerce  when  the  validity  of 
the  act  creating  the  Inter- State  Commerce  Commission 
was  tested  in  the  Supreme  Court.  That  tribunal  ac- 
cepted the  argument  as  a  sound  one,  and  its  decision 
upholding  the  act  was  based  almost  wholly  upon  the 
Constitutional  power  of  Congress  to  "regulate  trade." 

Ingenious  and  learned  arguments  as  to  the  proper 
definition  of  the  term  "to  regulate  trade,"  were  made  by 
opponents  of  the  act,  but  the  Supreme  Court  waived 
them  all  aside,  using  a  broad,  literal  construction  of  the 
term. 


"No  phase  of  American  street  railway  history  is  so 
humiliating  as  the  almost  unbroken  record  of  failure  on 
the  part  of  the  public  to  exercise  reasonable  powers  of 
control  over  the  corporations." — Dr.  Frederic  W. 
Speirs,  Philadelphia. 


"We  are  in  an  age  of  marked  increase  and  concentra- 
tion of  machinery  and  industry  under  corporate  man- 
agement. So  long  as  we  expect  to  make  material  prog- 
ress, we  must  apparently  not  only  expect  this  movement 
to  continue,  but  also  to  increase  in  intensity.  The  size, 
too,  of  the  individual  corporation  is  likely  to  grow." — 
Professor  John  H,  Gray,  Northwestern  University. 


CHAPTER  XVI. 
THE  MODERN  TRUST  CORPORATION. 

What  are  the  functions  of  the  modern  trust  company? 
Briefly,  they  may  be  stated  as  follows :  To  loan  money, 
either  on  mortgage  or  on  collateral ;  to  negotiate  securi- 
ties; to  serve  as  trustee  or  guardian  of  estates;  to  act 
as  a  bank  of  dej)osit;  to  act  as  custodian  of  sums  of 
money  or  other  property,  the  title  of  which  is  in  dispute; 
to  serve  as  depositories  of  money  placed  in  escrow  pend- 
ing the  completion  of  business  negotiations. 

Such  is  the  field  of  the  modern  trust  company,  and 
it  is  a  big  one.  Time  was  when  trust  companies  were 
largely  insurance  organizations,  writing  straight  insur- 
ance on  people's  lives,  and  making  a  specialty  of  the 
granting  of  annuities.  But  this  business  is  now  almost 
wholly  in  the  hands  of  the  regular  insurance  companies, 
and  the  trust  corporations  occupy  a  wider  and,  to  the 
business  community,  more  important  field. 

Outgrowth  of  Banking  Limitations. 

The  trust  company  is  an  outgrowth  of  the  limitations 
of  our  state  and  national  banking  systems.  There  are 
many  things  which  are  forbidden  to  banks  which  are 
perfectly  legitimate  for  a  trust  company,  although  the 
latter  is  in  a  way  nothing  more  nor  less  than  a  bank. 
The  modern  trust  company  receives  money  on  deposit, 
and  loans  it  out  on  collateral.  Its  powers  are  greater, 
and  its  capacity  for  earning  money  much  larger,  than 
235 
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that  of  a  bank,  but  in  everything  else  its  business  activity 
is  ahnost  identical  save  for  one  tiling:  A  trust  company 
cannot  act  as  a  bank  of  circulating  issue.  This  is  the 
exclusive  prerogative  of  the  national  banks,  conducted 
under  government  supervision. 

Trust  companies  conduct  both  checking  and  savings 
accounts  for  their  clients,  pay  interest  on  deposits, 
higher,  as  a  rule,  than  that  allowed  by  banks,  and  in 
other  ways  serve  as  fiduciary  centers  and  agents. 

One  Advantage  Over  Banks. 

In  one  respect  at  least  trust  companies  have  a  marked 
advantage  over  banks — they  are  not  required  to  hold  a 
stated  percentage  of  their  funds  in  reserve;  neither  are 
they  limited  in  the  amount  of  loans  made  to  individuals. 
Banks  are  compelled  by  law  to  keep  on  hand  in  cash  a 
fixed  percentage  of  the  deposits — in  the  case  of  national 
banks  this  reserve  is  25  percent.  It  is  an  emergency 
fund,  and  cannot  be  used  in  the  ordinary  course  of 
business.  It  is  created  in  order  that  cash  may  be  imme- 
diately available  in  case  of  a  "run"  on  the  bank,  or  simi- 
lar emergency. 

Locks  Up  too  Much  Cash. 

Holding  this  amount  of  cash  locked  up  in  the  vaults 
and  unuseable  in  business  transactions  interferes  seri- 
ously with  the  earning  power  of  a  bank.  Trust  com- 
panies, with  the  exception  of  those  in  a  few  States,  are 
not  handicapped  in  this  manner.  They  are  free  to  use 
in  their  daily  business  as  much  or  as  little  of  the  funds 
on  hand  as  may  be  necessary. 

Trust  companies  are  free  to  act  according  to  the  judg- 
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ment  of  their  governing  officials  in  the  matter  of  making 
loans.  They  may,  if  it  seems  warrantable,  loan  the  en- 
tire funds  of  the  corporation  to  one  cUent.  A  bank 
cannot  do  this. 

Banks  Aid  Trust  Companies. 

While  the  competition  between  the  trust  companies 
and  the  banks  is  strong,  with  conditions  favoring  the 
former,  the  banks,  especially  the  national  banks,  will 
invariably  come  to  the  assistance  of  a  trust  company 
if  the  latter  gets  into  financial  trouble.  This  is  done  on 
the  principle  that  "an  injury  to  one  is  the  concern  of 
all" — in  the  banking  business.  If  a  run  on  a  trust  com- 
pany should  cause  suspension,  there  is  no  teUing  how 
wide-spread  the  effect  might  be;  no  one  can  tell  how 
far  the  confidence  of  a  community  may  be  disturbed  by 
such  an  event.  It  is  one  of  the  peculiarities  of  the  bank- 
ing business  that  the  fate  of  every  bank  is  to  some 
extent  bound  up  with  the  fate  of  every  other.  A  bank 
may  dislike  another  and  its  way  of  doing  business;  it 
may  wish  that  it  would  disappear  from  the  banking 
world  in  a  peaceful,  noiseless  manner,  but  not  as  a 
falling  star.  Such  a  disastrous  end  reacts  on  every 
other  bank,  and  no  one  can  tell  how  far  the  reaction 
may  go,  or  where  it  will  cease. 

When,  therefore,  a  trust  company  Is  pressed  in  an 
unexpected  manner  for  funds,  the  national  banks  come 
to  its  relief.  This  they  have  done  again  and  again,  not 
indeed  with  a  pleasing  grace,  but  as  a  measure  of  self- 
protection. 
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As  Described  by  Expert. 

In  "Money,  Banking  and  Finance,"  Albert  S.  Belles, 
Ph.D.,  LL.D.,  writes  as  follows  concerning  the  scope 
of  trust  corporation  operation : 

What  do  we  mean  by  the  term  ''executors  of  confi- 
dences or  trusts?"  We  mean  that  they  undertake  to 
act  as  agents  or  representatives  for  others  in  doing  a 
great  variety  of  work.  In  conducting  this  work  a  trust 
company  is  strictly  an  agent,  and  is  governed  largely  by 
the  principles  of  agency.  An  individual  dies,  and  a  court, 
existing  for  that  purpose,  appoints  a  person  to  adminis- 
ter on  his  estate.  He  may  be  appointed  at  the  request 
of  the  heirs,  or  the  creditors,  or  both.  He  qualifies  by 
giving  a  bond  signed  by  himself  as  principal  and  one 
or  more  securities  for  the  faithful  discharge  of  his  duties. 
He  then  takes  charge  of  the  estate,  and  first  of  all,  with 
the  assistance  of  others,  makes  an  inventory,  a  descrip- 
tion and  valuation  of  all  the  property  intrusted  to  his 
management.  After  this  is  done  his  duties  in  general 
consist  in  finding  out  what  claims  are  due,  paying  them, 
and  of  dividing  the  remainder  of  the  estate  in  the  man- 
ner prescribed  by  law.  This  work  is  strictly  that  of  a 
trust,  and  trust  companies  are  authorized  to  execute 
such  undertakings. 

Responsibility  the  Main  Feature. 

What  advantage,  if  any,  do  they  possess  over  indi- 
vidual administrators?  They  are  responsible.  It  is 
true  that  an  administrator  gives  bonds  for  doing  this 
work  faithfully,  but  every  now  and  then  he  collects  and 
squanders  an  estate  in  speculation.    There  is  much  less 
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danger  of  a  trust  company  doing  this.  Besides,  it  pos- 
sesses a  large  capital,  which  is  much  better  than  the 
bond  of  any  individual.  It  offers  the  highest  security 
that  has  yet  been  devised. 

Trust  companies  are  often  more  efficient.  Why 
should  they  not  be?  They  have  skilled  men  to  attend 
to  all  the  different  parts  of  the  work.  They  have  coun- 
sel who  devote  themselves  especially  to  the  questions 
connected  with  the  business.  Thus  the  largest  expe- 
rience and  efficiency  are  offered  by  the  trust  companies, 
especially  the  older  ones,  to  those  who  choose  to  avail 
themselves  of  their  facilities  and  powers.  The  large 
amount  of  business  they  have  enables  them  to  do  it  far 
more  cheaply  and  effectively  than  an  individual. 

Their  Service  is  Economical. 

Their  prices  are  reasonable.  They  charge  a  commis- 
sion on  the  amount  of  an  estate  with  carefully  graded 
charges,  so  that  the  aggregate  expense  of  administering 
an  estate  by  a  trust  company  is  usually  less  than  an 
individual  charge.  Too  often  the  personal  administra- 
tor thinks  it  is  his  only  chance,  and  improves  it  to  the 
utmost.  It  is  true  that  the  court  is  above  him  and  can 
reduce  his  charges,  remove  him  if  he  becomes  negligent 
or  proves  to  be  incompetent,  but  too  often  the  sujier- 
visory  power  of  the  court  is  disappointing.  The  court, 
in  many  cases,  does  not  know;  no  one  informs  the  judge; 
the  administrator  is  emphatically  performing  a  trust; 
the  estate  has  been  committed  to  his  care  and  manage- 
ment, and  he  alone  knows  anything  about  its  condition. 
A  trust  of  this  kind,  therefore,  is  peculiarly  liable  to 
be  abused,  and  especially  in  the  compensation  paid  for 
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administering  it.  A  trust  company  is  in  the  field  per- 
manently, and  strives  to  widen  its  sphere  by  commend- 
ing itself  to  the  public  generally  by  the  honesty,  effi- 
ciency, and  economy  of  its  work.  Its  superiority  is 
becoming  so  manifest  over  the  individual  method  that 
trust  company  business  is  rapidly  increasing. 

As  Guardians  and  Special  Trustees. 

Another  trust  is  that  of  acting  as  guardian  for  wards. 
A  conclusive  reason  for  appointing  a  trust  company  in 
many  cases,  is  its  responsibility.  Too  often  have 
guardians  abused  their  trusts  and  wrecked  the  fortunes 
of  their  wards  on  the  rocks  of  some  speculative  ven- 
ture. Though  laws  in  every  state  probably  prescribe 
how  the  wealth  of  a  w^ard  shall  be  invested,  again  and 
again  have  guardians  disregarded  their  plain  duty.  In 
the  hght  of  this  experience,  trust  companies  are  called 
more  and  more  to  act  in  the  capacity  of  guardians. 

Still  another  service  often  performed  by  a  trust  com- 
pany is  that  of  a  trustee  in  a  narrower  sense.  An  execu- 
tor bequeaths  $100,000  to  John  Smith,  which  is  to  be 
kept  by  a  trustee  who  is  to  pay  over  the  income  annually 
or  at  other  times  to  the  beneficiary.  Trust  companies 
serve  as  trustees  in  this  capacity.  Again,  a  comjDany  is 
to  be  reorganized,  and  during  the  process  of  reorganiza- 
tion its  stocks  and  bonds  are  to  be  surrendered  pre- 
paratory to  issuing  new  ones.  A  trust  company  is 
designated  as  the  trustee  to  keep  the  securities  during 
this  intermediate  stage  of  reorganization.  Again,  a 
company  issues  notes  or  other  obligations  on  the  deposit 
of  other  securities  as  collaterals.     The  latter  are  kept 
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for  the  benefit  of  those  who  are  to  take  the  new  securities 
issued  on  the  pledge  of  them. 

Equipment  Necessary  for  Trusts. 

In  an  address  deHvered  by  Arthur  Heurtley,  secre- 
tary of  the  Northern  Trust  Company,  of  Chicago,  be- 
fore the  American  Bankers'  Association,  the  following 
clear  statement  of  the  form  equij)ment  necessary  in  a 
trust  company  was  made : 

The  first  need  of  a  trust  company  after  it  has  been 
duly  organized  and  has  found  a  suitable  location  in 
which  to  transact  its  business,  is  to  have  suitable  books 
and  blanks  for  preserving  the  details  of  its  transactions 
from  day  to  day.  The  prime  requisite  trust  forms 
should  possess  is  simplicity.  Too  much  stress  cannot 
be  laid  upon  this  point.  Many  a  blank  book  is  made 
so  complicated  by  rulings  and  headings  as  to  mystify 
any  one,  except  those  who  have  been  accustomed  to 
using  it  constantly.  Trust  company  forms  should  tell 
their  story  plainly;  so  plainly  that  any  one  of  average 
intelligence  can  understand  how  they  are  to  be  used. 
Every  book  and  form  should  be  planned  with  reference 
to  the  entire  system  of  accounting,  so  that  the  forms 
taken  together  will  make  .a  complete  and  harmonious 
whole. 

Counter  Checks  in  Records. 

Through  all  the  books  there  should  run  a  chain  of 
entries  so  made  as  to  bind  them  together;  cross  refer- 
ences should  be  made,  and  every  entry  should  show  on 
each  book  or  form  whence  it  was  derived.  It  should 
never  require  the  services  of  a  chartered  accountant  to 
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check  a  proper  system  of  trust  accounting.  The  errors 
that  will  occasionally  creep  in  should  be  found  by  an 
almost  automatic  operation  of  the  system  itself,  com- 
bined with  a  careful  checking  of  the  entries  each  day. 
Every  entry  made  on  one  book  should  be  capable  of 
being  checked  from  at  least  one  or  two  other  books  kept 
by  different  clerks.  If  this  plan  is  carefully  followed 
up,  combined  with  the  proper  custody  of  securities  and 
cash,  it  seems  to  me  that  serious  errors  in  the  accounts,  as 
well  as  defalcations,  will  be  prevented. 

Avoidance  of  Thefts  and  Errors. 

The  cash  and  securities  should  never  be  in  the  custody 
or  control  of  the  same  clerks  that  keep  the  books ;  where 
it  is  practicable,  there  should  be  double  custody  of  all 
securities.  In  any  event,  a  careful  record  should  be 
made  of  every  security,  interest  coupon,  or  valuable 
paper  taken  to  or  from  the  cash  vault,  and  receipted  for 
by  the  proper  officer  or  clerk. 

There  is  no  particular  mystery  about  accounts  or 
bookkeeping  generally.  Given  a  good  practical  sys- 
tem of  accounting  with  simple  forms,  handled  by  clerks 
of  reasonable  intelhgence,  whose  work  is  carefully 
watched  by  the  officers,  and  whose  eif  orts  to  improve  the 
forms  they  use  are  met  by  proper  encouragement,  the 
result  will  be  very  satisfactory. 

The  Register  of  Trusts. 

The  first  book  required  is  a  register  of  trusts.    When 

a  trust  is  accepted  by  the  company  it  should  be  entered 

upon  this  book,  which  should  show  the  name  of  the 

trust,  the  fihng  number  given  it,  the  date  of  acceptance. 
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source  of  appointment,  the  total  amount  of  the  estate  or 
trust  fund,  the  attorneys  connected  with  the  trust,  etc., 
also  the  date  it  is  finally  closed.  In  short,  the  register 
should  give  a  brief  history  of  the  trust,  and  it  is  of  great 
utility  as  a  book  of  ready  reference.  This  book  should 
have  an  index.  At  this  point  I  desire  to  say  that  in 
my  opinion  the  plan  of  giving  every  trust  a  number  by 
which  it  is  known  all  through  the  records  is  a  good  one. 
It  renders  the  correct  filing  of  papers,  etc.,  much  more 
certain,  and  from  practical  experience  I  can  safely 
recommend  it.  All  papers  referring  to  the  trust  should 
be  filed  under  the  number  assigned  it,  and  all  securities 
belonging  to  the  trust,  and  filed  in  the  cash  vault,  should 
be  placed  under  a  similar  number. 

Forms  of  Other  Books. 

Next  to  the  register  of  trusts  come  the  cash  book,  the 
general  journal,  and  the  general  ledger.  The  entries 
should  be  made  first  in  these  books ;  then  from  the  same 
tickets  the  proper  entries  should  be  made  in  the  trust 
journal  and  posted  in  the  trust  ledger.  It  is  from  the 
trust  ledger  that  all  statements  of  account  should  be 
made,  and  the  pages  should  be  so  ruled  and  arranged 
that  the  stenographer  can  take  the  book  and  copy  the 
entries  as  made,  the  result  being  an  account  in  proper 
form  for  fihng  in  court  or  to  send  to  the  beneficiaries  in 
the  trust  estate. 

A  stock  and  bond  ledger  should  be  kept,  in  which  all 
the  stocks  and  bonds  owned  by  the  company,  or  held  by 
it  in  any  trust  capacity,  should  be  entered,  showing  the 
amount  of  each  kind  of  security  in  the  possession  of  the 
company.     This  book  is  not  only  an  additional  check 
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upon  the  trust  and  general  ledger  entries  referring  to 
stocks  and  bonds,  but  it  is  also  a  ready  reference  book 
to  turn  to  in  case  an  officer  of  the  company  desires  at 
any  time  to  know  the  amount  of  any  particular  security 
under  the  control  of  the  company. 

Register  of  Securities  Essential. 

One  of  the  important  books  that  should  be  kept  is 
a  register  of  securities  containing  not  only  bonds  and 
stocks,  but  notes  as  well,  with  full  data  regarding  each 
class  of  security.  The  securities  held  by  each  trust 
should  be  entered  in  it.  The  book  should  provide 
for  a  record  of  interest  or  dividend  payments,  so  that 
from  time  to  time  when  the  book  is  examined  the  infor- 
mation as  to  such  payments  can  be  readily  obtained. 

A  daily  balance  sheet  should  be  kept,  in  which  all 
the  totals  should  be  brought  together  for  the  information 
of  the  officers;  also  a  "tickler,"  showing  the  due  dates 
of  notes,  etc.,  to  be  collected  from  time  to  time. 

A  daily  memorandum  "tickler"  is  also  a  useful  book 
to  have,  in  which  should  be  entered  sundry  memoranda 
relating  to  the  various  trusts  th^tt  might  otherwise  be 
forgotten  at  the  time  when  most  needed. 

Record  of  Real  Estate  Loans. 
The  real  estate  loan  records  should  be  very  complete, 
as  these  books  are  being  constantly  referred  to;  and 
entries  when  made  should  be  carefully  checked  by 
another  clerk  than  the  one  making  them.  This  rule 
should  apply  to  all  books  kept  of  all  matters  relating  to 
rentals  collected,  insurance,  etc.,  also  of  any  securities 
that  are  past  due  or  of  doubtful  value. 


THE   MODERN   TRUST   CORPOR^iTION.  245 

The  expense  account  should  be  abstracted  in  a  book 
kept  for  that  purpose,  and  carefully  compared  and 
checked  with  the  general  ledger.  It  is  also  advisable  to 
keep  for  future  reference,  in  a  book  prepared  for  that 
purpose,  memoranda  of  all  conversations  had  with  pro- 
spective clients.  All  tickets  from  which  the  original  en- 
tries are  made  should  be  clear  and  concise  in  form,  giv- 
ing in  themselves  all  the  information  necessary  from 
which  to  make  perfect  entries  on  the  books. 


"In  the  earlier — I  was  about  to  say,  the  better — days 
of  the  repubhc,  few,  if  any,  supposed  that  it  would  ever 
be  possible  for  corporate  influences  to  affect  political 
life,  and  no  one  contemplated  that  before  the  end  of  the 
nineteenth  century  an  'artificial  being,  invisible,  intan- 
gible, and  existing  only  in  the  estimation  of  law,'  with  no 
properties,  capacities  or  powers  other  than  those  con- 
ferred for  special  business  purposes  by  the  sovereign 
authority,  would  come  to  be  regarded,  and  rightfully 
regarded,  as  a  potent  factor  in  political  life." — Hon. 
William  Lindsay,  United  States  Senator  from  Ken- 
tucky, 


CHAPTER  XVII. 
REGULATION  OF  PUBLIC  CORPORATIONS. 

Overcapitalization  of  corporations  is  frequently  re- 
sorted to  as  a  means  to  cover  up  exorbitant  profits. 
In  this  connection  it  may  be  mentioned  that  a  special 
committee  of  the  Assembly  of  the  State  of  New  York 
appointed  in  1895  recommended  bills  limiting  capitaliza- 
tion of  public  serv^ice  companies  to  one  and  one-half 
times  the  cost  of  construction,  and  providing  for  de- 
creased charges  for  service  whenever  5  per  cent  on 
capital  was  earned. 

The  capitalization  of  public  service  corporations  be- 
comes of  great  moment  to  the  municipality  exercising 
control  where  the  cash  return  to  the  municipality  is 
based  upon  the  net  earnings  of  the  corporation.  This 
is  explained  by  Mr.  Bird  S.  Coler,  former  comptroller 
of  the  city  of  New  York,  as  follows : 

Gross  Receipt  Tax  Fairest. 

If  the  pohcy  of  basing  the  city's  revenue  upon  the 
entire  gross  receipts  of  public  service  corporations  could 
be  universally  adopted  and  adhered  to,  there  would 
seem  to  be  little  necessity  for  anxiety  or  concern  in  re- 
gard to  the  question  of  capitalization,  excepting  where 
a  readjustment  of  percentages  is  deemed  necessary,  or 
municipal  ownership  of  these  corporations  is  proposed. 

Touching  this  matter  of  municipal  ownership  in  con- 
nection with  the  subject  of  capitahzation,  it  is  interest- 
ing to  note  that  some  of  the  early  charters  contain  pro- 
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visions  allowing  the  city  of  New  York  to  acquire  roads 
at  their  actual  cost  after  a  certain  time.  In  such  cases 
it  becomes  an  interesting  question  how  the  actual  cost 
is  to  be  ascertained.  It  certainly  should  not  be  deter- 
mined by  the  promulgated  capital  of  the  concern. 

How  to  Determine  Values. 

Mayor  Grace  in  vetoing  the  franchises  of  the  cable 
railway  in  1886,  stated  that  in  1884  the  capital  of  the 
surface  railways  in  operation  was  $15,707,753,  and  the 
bonded  debt,  $11,266,665;  that  in  that  year  14}^  per 
cent  dividends  on  the  average  had  been  paid  on  the 
capital  and  6  8-10  per  cent  interest  on  the  bonds,  and  he 
declared  it  more  than  a  fair  assumption  to  place  the 
actual  cost  of  their  construction  and  equipment  at  the 
aggregate  of  their  bonded  indebtedness,  so  that  on  this 
basis  the  dividends  and.  interest  paid  would  represent  a 
return  of  27  per  cent  on  the  bona  fide  investment. 

The  Supreme  Court  of  the  United  States  (148  U.  S., 
pp.  312,  327) ,  in  referring  to  the  subject  of  determining 
the  amount  of  capitalization  in  order  to  ascertain  the 
fair  valuation  of  a  plant,  the  purchase  of  which  is  con- 
templated, made  the  following  declaration:  "The  value 
of  propert}^  generally  speaking,  is  determined  by  its 
productiveness  and  profits  which  the  use  brings  to  the 
owner;  the  value  is  not  determined  by  the  mere  cost  of 
construction."  In  another  case  in  Pennsylvania  (144 
Pa.  St.  865,  374  and  375),  decided  in  1891,  the  court 
said:  "Value  is  to  be  ascertained  not  only  by  the  cost 
of  the  structure,  but  also  by  the  value  of  the  franchise. 
The  value  of  the  company's  franchise  depends  largely 
on  its  earning  capacity." 
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Proper  Methods  of  Accounting. 

And  now  let  me  say  a  few  words  as  to  the  methods  of 
accounting.  As  has  been  stated  before,  so  long  as  public 
service  corporations  pay  to  municij)alities  granting  them 
their  franchises  a  compensation  based  upon  the  entire 
gross  receijDts,  the  municipality  need  not  concern  itself 
with  the  matter  of  the  company's  capitahzation,  but  it 
oftentimes  happens  that  revaluations  of  these  privileges 
become  necessary,  and  in  these  days  of  municipal  reform 
and  progress  the  acquisition  by  purchase  by  the  munici- 
pality of  the  privileges  and  plant  is  hkely  at  any  time 
to  be  carried  into  effect. 

It  becomes  then,  a  matter  of  importance  that  the 
books  of  account  of  all  public  service  corporations  should 
contain  a  true,  perfect  and  complete  record  of  their 
finances,  so  that  reliable  statements  of  financial  status 
can  easily  be  extracted  therefrom.  As  a  means  to  this 
most  desirable  end,  I  am  inclined  to  favor,  first — uni- 
formity of  accounting  methods  to  be  prescribed  by  the 
comptroller  for  corporations  engaged  in  the  same  busi- 
ness as,  for  instance,  street  railroads,  gas  and  electric 
illuminating  companies,  etc.;  and,  second — that  these 
books  of  account  should,  at  all  reasonable  times,  be  open 
to  the  inspection  of  the  comptroller  or  his  representative. 

Would  Supervise  All  Corporations. 

While  I  favor  this  restriction  upon  public  service  cor- 
porations, I  would  go  further  and  welcome  legislation 
which  would  provide  for  financial  statements  certified 
by  disinterested  accountants  and  a  strict  official  scrutiny 
of  the  accounts  of  all  corporations,  the  stock  and  bonds 
of  which  are  offered  as  an  investment  to  the  general  pub- 
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lie.  Speaking  broadly,  the  books  should  be  so  kept  that 
revenue  of  every  kind  and  nature,  and  the  sources  there- 
of, will  be  clearly  shown,  and  that  disbursements  will  be 
classified  as  operating  or  capital  expenditures.  A  sharp 
distinction  should  also  be  made  between  extensions  of 
plant  and  renewals,  replacements  and  ordinary  repairs. 
Too  often  is  it  the  case  that  expenditures  for  renewals  of 
plant  are  added  to  the  "plant  account,"  with  absolutely 
no  deduction  for  loss,  nor  any  allowance  for  deteriora- 
tion. True  inventories  frequently  give  the  lie  to  appar- 
ently well  kept  book  accounts. 

Compensation  for  City  Franchises. 

How  shall  the  city  be  compensated  for  these  valuable 
franchises?  As  to  railroads,  our  own  state  law  provides 
for  a  sale  at  auction  to  the  bidder  offering  the  highest 
percentage  of  gross  receipts,  in  no  case  to  be  less  than 
the  three  and  five  per  cent  minimum  previously  fixed, 
and  in  some  of  our  ferry  leases  the  minimum  sum  to 
which  these  gross  receipt  percentages  shall  amount  to, 
is  fixed.  In  some  respects,  this  method  of  taxation  is 
desirable  because  it  is  easy  of  computation  and  proof, 
and  is  fair  alike  to  the  public  corporation  and  to  the 
municipality  itself. 

New  York  Law  Is  Best. 

The  New  York  Franchise  Tax  Law  of  1895,  which 
is  designed  to  subject  to  annual  taxation  the  full  value 
of  the  franchises  of  corporations  making  use  of  the 
streets  and  avenues  of  cities,  is  far  more  sweeping  in 
its  provisions  than  any  of  the  laws  heretofore  enacted, 
which  provide  for  levying  contributions  based  on  either 
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gross  or  net  receipts  or  earning  power  on  any  form.  The 
law  itself  provides  that  corporations  subject  to  this  fran- 
chise tax  shall  be  entitled  to  deductions  for  amounts 
paid  locally  by  way  of  percentages  on  earnings,  etc.  It 
is  manifest  that  if  this  substitution  in  the  method  of 
assessment  should  become  general,  the  whole  question 
now  under  consideration  would  become  of  merely  aca- 
demic interest,  and  the  collection  of  taxes  on  franchises 
would  be  immeasurably  simphfied. 


"Out  of  a  condition  of  aloofness  and  sequestration 
we  have  emerged  so  abruptly  that  few  of  our  lawmakers 
and  not  many  of  our  people  have  been  able  to  adjust 
their  thinking  to  the  large  requirements  of  the  new 
condition.  We  have  come  suddenly  into  full  relations 
with  the  world  and  have  not  had  time  to  put  aside  our 
homespun  manners  or  don  clothing  fit  for  such  grand 
company.  We  are  giving  a  lawn  party,  but  have  for- 
gotten to  take  down  the  sign,  'Keep  Off  the  Grass.'  " 
— C.  R.  Miller,  Editor-in-Chief  of  New  York  Times. 


CHAPTER  XVIII. 
VALUE  OF  INDUSTRIAL  CORPORATIONS. 

The  industrial  movement  must  stand  or  fall  by  the 
proposition  whether  industrials  are  or  are  not  to  be- 
come an  investment  for  the  small  capitalist. 

We  are  told,  says  Mr.  James  B.  Dill,  a  recognized 
authority  on  corporation  matters,  that  combinations  are 
brought  about  by  natural  causes,  that  it  is  a  natural  evo- 
lution, and  while  it  is  quite  true  that  antagonistic  com- 
petition and  business  surroundings  have  tended  to  bring 
together  the  great  industrial  combinations,  yet  it  has 
not  always  been  for  the  good  of  the  public  at  large 
that  these  large  combinations  have  been  created.  It  has 
sometimes  been  primarily  for  the  good  of  the  pocket  of 
the  promoter  and  the  financier.  The  result  of  the  pro- 
moter and  the  financier  in  combinations  often  appears 
in  watered  stocks,  and  overcapitalization. 

The  True  Industrial  Corporation. 

The  industrial  of  today  is  not  always  looked  upon  as 
the  most  conservative  investment  or  as  the  security  most 
desirable  as  bankable  collateral,  because  many  contain 
the  promoter's  reward  concealed  in  the  stock  issue,  re- 
sulting often  in  excessive  capitalization.  Recognizing 
this  fact  the  true  industrial  does  not  always  pay  divi- 
dends upon  its  common  stock,  but  quite  frequently  de- 
votes its  surplus  earnings  to  making  good  the  capital 
issued  for  good-will  or  other  intangible  property,  driv- 
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ing  out  the  water,  if  water  there  be,  and  creating  a  finan- 
cial reserve  ordinarily,  but  sometimes  inaccurately,  des- 
ignated as  surplus. 

The  true  industrial  withdraws  its  stock  from  specu- 
lations in  the  market,  aiming  to  convert  its  stocks  into 
securities  valuable  as  an  investment.  The  volume  of 
trading  in  its  stocks  is  sought  to  be  decreased,  to  make 
its  holdings  of  stock  permanent  rather  than  fluctuating. 
Industry  always,  speculation  never,  affords  a  nation  se- 
curity, prosperity  and  ultimate  success. 

Evils  of  Stock  Speculation. 

If  it  be  possible  for  any  one  man  or  body  of  men 
controlling  as  officers  any  industrial  corporation,  to 
close  any  factory  or  number  of  factories,  to  throw  out 
of  emplojanent,  either  temporarily  or  j)ermanently, 
large  numbers  of  men;  if  it  be  possible  that  this  may 
be  done  for  the  mere  j)urpose  of  stock  speculation,  then 
it  certainly  follows  that  there  is  just  cause  for  fearing 
grave  disafl'ection.  That  combination  whose  energies 
through  its  board  of  directors  and  officers  is  mainly 
given  to  the  Wall  street  end  of  the  proposition  is  not 
an  industrial  in  the  true  sense  of  the  word.  That  cor- 
poration whose  board  of  directors  or  officers  devotes 
more  time  and  more  attention  to  the  ups  and  downs  of 
the  market  price  of  its  stock  than  it  does  to  the  distribu- 
tion of  dividends  among  the  stockholders,  to  the  in- 
crease in  effectiveness  of  production,  to  the  cheapening 
and  bettering  of  the  article  produced,  is  the  opponent 
of  every  honest  combination  of  capital. 
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Things  to  Beware  Of. 

There  are  certain  invariable  marks  of  promotion, 
speculation  and  schemes  which  will  point  the  true  char- 
acter of  the  organizations  beyond  the  possibility  of  a 
mistake.  When  one  finds  in  the  charter  the  language 
found  in  so  many:  "The  stockholders  shall  have  no 
right  to  examine  the  accounts,  vouchers,  books,  papers 
of  the  company,  except  so  far  as  they  are  granted  by 
statute,"  the  conclusion  is  inevitable  that  information 
will  not  be  freely  given  to  the  stockholders. 

A  provision  that  the  directors  shall  at  the  first  election 
be  divided  into  classes,  a  majority  elected  for  a  maxi- 
mum term  of  years,  suggests  that  those  in  control  are 
not  willing  to  leave  to  the  stockholders  the  question  of 
whether  they  prove  to  be  the  proper  managers  of  the 
business,  are  not  wilhng  to  delegate  to  the  stockholders 
in  their  annual  meetings  the  power  to  displace  the  board, 
if  the  management  is  either  mistaken,  erroneous  or  even 
fraudulent.  Thereby  the  promoters  and  financiers  per- 
petuate themselves  in  office  for  a  term  of  years,  leaving 
the  stockholders  without  recourse,  by  an  examination  of 
the  books,  to  discover  whether  or  not  the  business  is  con- 
ducted properly,  taking  from  the  stockholders  the  right 
to  go  to  the  stockholders  at  large  and  to  open  the  ques- 
tion of  the  propriety  or  impropriety  of  the  board  of 
management. 

Should  Have  Honest  Directors. 

Industrial  combinations  are  producing  a  new  class  of 
financiers,  a  new  order  of  corporation  men.  Business 
character  and  personal  character  cannot,  in  the  long  run. 


256     VALUE  OF  INDUSTRIAL  COEPOEATIONS. 

differentiate  widely.  Every  corporation  which  attempts 
to  go  to  the  pubhc  and  to  place  its  securities  should  be 
held  to  the  responsibility  of  selecting  men  of  integrity 
and  standing  as  its  officers  and  directors.  The  institu- 
tion which  i^laces  stock  manipulators  and  speculators  in 
'  charge  of  its  affairs  should  be  promptly  classified.  The 
company  which  fails  to  put  men  in  its  board  who  feel 
themselves  charged  with  a  large  and  public  duty  toward 
its  stockholders  should  fail  to  find  a  market  for  its 
securities. 

Public  Should  Investigate  Closely. 

Panics  would  be  confined  to  the  promoters,  and  not 
extend  to  the  investors,  if  the  pubhc  examine  first,  in- 
vest afterwards.  No  man  would  invest  $1,000  or  $10,- 
000  in  the  purchase  of  real  estate,  or  loan  that  amount 
on  real  estate  as  security,  without  an  examination  of 
the  property,  a  knowledge  of  its  value,  a  certainty  that 
it  actually  exists,  and  assurances  that  the  title  is  good. 
Use  approximately  the  same  care  in  the  investment  of 
$1,000  or  $10,000  in  an  industrial  security,  and  the  first 
thing  an  investor  will  do  will  be  to  demand  an  examina- 
tion of  the  certificate  of  incorporation  and  the  by-laws 
of  the  company.  Although  the  stock  is  wholly  de- 
pendent on  the  certificate  of  incorporation  (sometimes 
called  the  charter)  and  upon  the  by-laws,  yet  the  aver- 
age man  as  a  rule  does  not  ever  ask  to  see  the  charter 
or  the  by-laws.  If  every  investor  would  insist  upon  see- 
ing and  understanding  the  charter  and  by-laws,  and  as 
well  an  accurate  financial  statement  of  every  company 
before  he  would  buy  the  stock,  it  would  produce  a  revcv- 
lution  in  corporate  matters. 
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Small  Capitalist  the  Safeguard. 

The  safety  of  industrials  lies  in  the  investment  by 
the  small  capitalist  rather  than  the  large  capitahst  be- 
cause, so  long  as  the  control  of  these  large  corporations 
is  wholly  in  the  hands  of  the  large  capitalist  the  corpora- 
tions themselves  may  be  managed  for  the  best  interests 
of  the  large  capitalist  rather  than  for  the  individual 
stockholders  and  the  country. 

Combinations  of  capital  improperly  organized,  man- 
aged and  conducted  for  a  purpose  other  than  that  for 
which  they  are  apparently  incorporated,  viz.,  to  con- 
duct an  industry  on  industrial  lines,  are  an  evil.  Honest 
corporations,  honestly  organized,  managed  and  con- 
ducted with  a  single  eye  to  conduct  a  legitimate  indus- 
trial business,  whose  capital  is  widely  distributed,  whose 
stocks  are  an  honest  investment  for  capital  small  and 
large,  of  such  corporations  we  may  confidently  assert 
they  are  a  lesser  evil  if  we  cannot  agree  that  such  corpo- 
rations are  a  positive  good. 

Fair  Criticism  is  Helpful. 

Criticisms  made  upon  corporations  and  upon  cor- 
I)orate  methods  have  not  always  been  without  founda- 
tion. Men  of  integrity  and  honesty  of  purpose,  among 
whom  Attorney-General  Frank  S.  Monett  of  Ohio 
stands  prominent,  have  done  much  to  elevate  the  stand- 
ard of  corporate  morality  in  attacking  corporate  evils. 
Instead  of  disregarding  the  statements  of  such  men, 
the  wise  corporation  lawyer  carefully  weighs  them  and 
while  from  a  corporation's  standpoint  one  may  not  al- 
ways agree  in  detail  with  the  learned  attorney-general, 
the  corporation  usually  profits  by  his  suggestions. 


"The  Industrial  ascendency  of  the  United  States  is 
established  by  a  comparison  of  the  magnitude  and  char- 
acter of  her  industries  with  that  of  her  great  rivals, 
Great  Britain  and  Germany.  It  is  evidenced  ahke  by 
the  larger  aggregate  and  per  capita  value  of  her  indus- 
trial products  and  by  the  much  greater  collective  and 
individual  earnings  of  her  people.  It  is  emphasized  by 
a  rapidity  of  growth  unparalleled  in  the  woJd's  his- 
tory."— Hon.  Nelson  W.  Aldrich,  United  States  Sena- 
tor from  Rhode  Island, 


CHAPTER  XIX. 
SPECIAL   TEATURES    OF   STATE   LAWS. 

It  would  be  exceedingly  difficult,  if  not  actually  im- 
possible, to  so  codify  the  incorporation  laws  of  the  vari- 
ous States  as  to  secure  an  intelligent  digest  which  would 
serve  as  a  general  guide.  The  best  that  can  be  done  in 
this  connection  is  to  present  a  condensation  of  the  law 
of  each  State  separately,  which  is  done  in  Chapter 
XX.  In  it  the  seeker  after  details  will  find  specific 
information  as  to  the  important  features  of  the  incorpo- 
ration statutes  of  all  the  States  in  which  there  is  any 
pretense  of  doing  an  incorporation  business. 

In  a  general  way  the  States  in  which  any  considerable 
amount  of  incorporation  business  is  done  may  be 
grouped  as  favorable,  non-favorable  and  indifferent. 
This  classification  is  made  from  the  viewpoint  of  the 
corporation  advocate,  not  with  the  purpose  of  espousing 
his  cause,  but  as  a  matter  of  convenience.  Considered 
from  an  opposite  viewpoint,  that  of  the-  anti-corpora- 
tionist,  the  classification  would  be  reversed;  the  "favor- 
able" States  would  be  called  "unfavorable,"  etc.  But, 
for  purely  illustrative  purposes,  one  classification  is  as 
good  as  the  other. 

New  Jersey  Encourages  Corporations, 

Among  the  favorable  States  may  be  grouped  New 
Jersey,  New  York,  Virginia,  West  Virginia,  Delaware, 
Alabama,  Nevada  and  North  Carolina.     In  all  these 
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States  incorporation  is  encouraged  and  the  widest  pos- 
sible latitude  consistent  with  safety  is  given.  New 
Jersey  set  the  example  in  this  respect,  and  the  laws  of 
the  other  States  in  this  group  have  been  amended  so  that 
they  now  include  all  the  important  features  of  the  New 
Jersey  statute. 

These  laws  have  been  framed  with  the  purpose  of  en- 
couraging incorporation  in  order  to  secure  for  the  States 
the  largest  possible  revenue  in  the  way  of  fees,  etc.  As 
a  general  proposition  the  charges  for  incorporation  are 
much  higher  in  these  States  than  in  those  of  the  non- 
favorable  or  indifferent  classes.  In  return  for  this  in- 
creased charge  the  States  grant  to  corporations  certain 
valuable  privileges  which  are  either  discouraged  or  pro- 
hibited entirely  elsewhere. 

This  practice  is,  in  reality,  a  sale  of  privileges.  The 
States  granting  these  privileges  say,  in  effect,  "You 
want  permission  to  do  something  which  is  not  allow- 
able elsewhere.  We  will  give  you  this  privilege,  but  you 
must  pay  for  it." 

Features  of  New  Jersey  Law. 

Under  the  New  Jersey  law  corporations  may  own 
stock  in  other  corporations  and  in  this  way  establish  a 
trust;  voting  trusts  in  the  handling  of  such  stock  are 
permissible;  stock  may  be  issued  for  cash  or  property, 
and  the  directors  are  the  sole  judges  as  to  the  value  of 
such  property;  meetings  of  directors  may  be  held  out- 
side of  the  State;  it  is  not  necessary  that  incorporators 
should  be  residents;  corporations  may  mortgage  their 
real  or  personal. estate  and  franchises;  consent  of  stock- 
holders is  not  required;    no    hmitation    on  amount  of 
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bonds;  corporations  are  authorized  to  transact  business 
anywhere  in  the  United  States  or  foreign  countries; 
stock  of  any  kind  may  be  issued;  corporations  may 
change  name  and  nature  of  business  by  a  two-thirds  vote 
of  the  stockholders;  habihty  of  stockholders  and  di- 
rectors for  corporation  debts  created  in  other  States 
cannot  be  enforced  in  New  Jersey;  corporations,  other 
than  railroads  or  canals,  may,  by  a  two-thirds  vote  of 
stockholders,  lease  their  property  and  franchises  to 
other  corporations. 

These  are  the  special  features  of  the  New  Jersey  law, 
and,  as  may  be  readily  seen,  many  of  them  are  unusual 
and  specially  valuable. 

Franchise  Tax  of  State. 

New  Jersey  collects  an  annual  franchise  tax  of  one- 
tenth  of  one  per  cent  on  all  amounts  of  capital  stock 
issued  and  outstanding  uj)  to  $3,000,000.  On  amounts 
between  $3,000,000  and  $5,000,000  the  tax  is  one- 
twentieth  of  one  per  cent,  and  on  all  amounts  in  excess 
of  $5,000,000,  $50  additional  on  each  $1,000,000  or  any 
part  thereof.  Corporations  employing  fifty  per  cent  of 
their  authorized  capital  stock  in  actual  manufacturing 
or  mining  operations  within  the  State  are  exempt  from 
the  franchise  tax.  Failure  to  pay  this  tax  for  two  suc- 
cessive years  involves  forfeiture  of  charter. 

In  addition  to  the  annual  franchise  tax  the  Secretary 
of  State  collects  fees  as  follows:  For  certificate  of  in- 
corporation where  authorized  capital  stock  is  $125,000 
or  less,  $25;  for  each  additional  $1,000,  20  cents;  for  in- 
crease of  capital  stock,  same  as  foregoing ;  for  amended 
certificate,  $20 ;  for  certificate  of  change  of  principal  of- 
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fice,  change  of  name,  change  in  nature  of  business, 
change  in  value  of  shares,  etc.,  $20  in  each  instance. 

In  addition  to  these  State  fees  there  is  a  charge  of 
about  $3.75  made  in  each  county  where  the  certificate  of 
incorporation  is  filed. 

States  In  Non-Favorable  Group, 

Under  this  heading  may  be  placed  such  States  as 
make  the  conditions  of  incorporation  exacting  and  nar- 
rowly restrictive,  especially  as  to  anti-trust  and  anti- 
pooling  or  combination  clauses.  Among  these  may  be 
found  Arkansas,  Ilhnois,  Iowa,  Maine,  Michigan,  Ne- 
braska and  Wisconsin,  in  all  of  which  there  is  special 
inhibition  of  anytliing  tending  to  the  formation  of 
trusts. 

In  many  respects  the  statutes  of  these  States  are  well 
drawn  and  amply  liberal,  while  at  the  same  time  afford- 
ing protection  to  the  general  public,  but  the}/  cannot  be 
classed  as  inviting  corporation  business,  in  which  respect 
they  diif er  materially  from  those  named  in  the  favorable 
group.  For  people  interested  only  in  the  organization 
of  local  corporations  for  the  legitimate  prosecution  of 
some  industry  they  meet  all  reasonable  requirements. 
But  where  manipulation  is  an  object,  as  it  is  with  many 
of  the  mammoth  concerns,  corporative  powers  of  the 
kind  desired  must  be  sought  elsewhere. 

In  Ilhnois,  for  instance,  one-half  of  the  authorized 
capital  stock  must  be  actually  paid  for  before  business 
is  begun.  All  realty  not  positively  needed  for  the  trans- 
action of  business  must  be  sold.  These  are  requirements 
seldom  found  in  the  statutes  of  other  States,  and  are 
frequently  referred  to  as  harsh,  but  they  should  not  be 
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objectionable  to  those  who  have  only  legitimate  busi- 
ness purposes  in  view. 

Strong  Contrasts  In  Iowa  Law. 

In  most  of  these,  as  well  as  many  other  States  which 
in  other  respects  may  be  classed  as  "indifferent,"  there 
is  a  general  tendency  to  hold  directors  personally  re- 
sponsible for  financial  mismanagement.  This  is  another 
safeguard  for  the  public.  Iowa  is  particularly  strict  in 
this  respect,  making  violation  of  the  law  by  directors 
punishable  by  fine  and  imprisonment,  as  well  as  fixing 
liability  for  punitive  damages  in  addition  to  the  restora- 
tion of  the  amounts  wrongfully  diverted. 

On  the  other  hand,  Iowa  requires  no  actual  payment 
on  stock  at  the  time  of  organization,  thus  making  it 
easy  for  persons  of  limited  means  to  incorporate.  The 
State,  however,  controls  the  purchase  of  property  with 
stock,  and  all  such  deals  must  receive  the  endorsement 
of  the  State  authorities  before  consummation. 

It  is  optional  with  the  Secretary  of  State  whether 
any  concern  shall  be  incorporated,  no  matter  how  legiti- 
mate its  purposes.  In  cases  where  he  has  suspicions  as 
to  legitimacy  of  motives  the  statute  makes  it  mandatory 
for  him  to  refuse  to  issue  the  papers. 

States  In  Indifferent  Group. 

Without  in  any  manner  reflecting  upon  the  validity 
or  character  of  their  statutes,  it  may  be  stated  that  a 
large  number  of  States  are  absolutely  indifferent  to  in- 
corporation business.  Their  laws  are  neither  favorable 
nor  unfavorable.  IMost  of  these  laws  contain  many 
good  features  for  the  protection  of  both  corporations 
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and  the  public,  but  none  of  the  statutes  are  especially 
attractive  or  repellant.  They  impose  no  extra  burden- 
some duties  upon  corporations;  neither  do  they  extend 
any  unusual  favors  or  privileges.  Among  these  States 
are  Connecticut,  Georgia,  JNIinnesota,  Mississippi, 
Pennsylvania  and  Louisiana. 

-Each  of  the  three  main  groups  may  be  subdivided 
into  other  sections  as  regards  their  subordinate  features, 
but  here  again  any  attempt  to  do  this  in  the  way  of 
codification  would  lead  to  endless  confusion.  Aside 
from  the  primary  points  of  difference,  the  question  of 
what  is  favol'able  or  unfavorable  to  incorporation  dc' 
pends  largely  upon  the  nature  of  the  enterprise  and  the 
intents  and  purposes  of  the  promoters. 

Theory  of  State  Charters, 

Because  a  State  grants  a  franchise  or  charter  (incor- 
poration) to  an  organization  it  does  not  mean  that  the 
State  becomes  an  absolute  guarantor  of  the  corporation 
thus  created.  This  subject  was  brought  up  by  the  Com- 
mittee on  Corporations  of  the  Massachusetts  legislature 
in  1903  in  a  rej^ort  in  which  the  committee  said: 

"The  history  of  corporations,  as  well  as  the  logic  of 
the  case,  shows  that  there  are  possible  two  general  the- 
ories as  to  the  State's  duties  in  creating  corporations. 
First,  the  old  theory  that  being  creatures  of  the  State, 
they  should  be  guaranteed  by  it  to  the  pubhc  in  all  par-_ 
ticulars  of  responsibility  and  management;  and  the 
modern,  quite  opposite  theory  that,  in  the  absence  of 
fraud  in  its  creation  or  government,  an  ordinary  busi- 
ness corporation  should  be  allowed  to  do  anything  that 
an  individual  can  do. 
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Original  Intent  of  States. 

"Under  the  old  theory  the  capital  stock  of  a  corpora- 
tion was,  in  the  law,  considered  to  be  a  guarantee  fund 
for  the  payment  of  creditors  as  well  as  affording  a 
method  of  corporate  enterj^rise.  There  resulted  from 
this  principle  not  only  the  fundamental  proposition  that 
the  capital  stock,  being  in  the  nature  of  a  guarantee 
fund,  should  be  paid  for  at  its  par  value  in  actual  cash, 
but  all  the  other  provisions  to  protect  creditors  or  other 
persons  having  dealings  with  the  corporation,  such  as 
that  the  debts  of  a  corporation  should  not  exceed  its 
capital  stock,  designed  primarily  in  the  interest  of  cred- 
itors, and  secondarily  in  that  of  the  stockholders,  who 
are  looked  after  as  carefully  as  if  they  were  wards  of 
the  state  when  dealing  in  corporation  matters. 

Extent  of  Modern  Praotice. 

"Under  the  modern  theory,  the  State  owes  no  duty  to 
persons  who  may  choose  to  deal  with  corporations  to  look 
after  the  solvency  of  such  artificial  bodies;  nor  to  the 
stockholders  to  protect  them  from  the  consequences  of 
going  into  such  concerns,  the  idea  being  that  in  the  case 
of  ordinary  business  corporations  the  State's  duty  ends 
in  providing  clearly  that  creditors  and  stockholders 
shall  be  at  all  times  precisely  informed  of  all  the  facts 
attending  both  the  organization  and  the  management  of 
such  corporations,  and  particularly  that  there  shall  be 
full  publicity  given  to  all  details  of  the  original  organi- 
zation thereof." 

A  Problem  for  Incorporators. 

An  often  asked  question  is,  "Where  can  we  incorpo- 
rate to  the  best  advantage?"    There  can  be  no  set  an- 
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swer  to  this  question.  It  must  be  decided  according  to 
the  requirements  of  the  promoters.  Naturally,  the 
readiest  answer  would  be — in  a  favorable  State  like  New 
Jersey.  But,  while  the  incorporation  law  of  that  State 
is  as  broadly  liberal  as  it  is  possible  to  make  such  an  act 
and  still  keep  safely  within  legal  limits,  it  does  not  neces- 
sarily follow  that  New  Jersey  is  the  best  place  for  the 
incorporation  of  any  and  all  projects.  In  deciding  this 
problem  several  things  must  be  kept  in  mind,  viz. : 

Nature  of  corporate  powers  desired. 

Initial  and  other  expenses.  Will  the  scope  of  the 
proposed  enterprise  warrant  a  heavy  outlay,  especially 
in  the  matter  of  an  annual  franchise  tax  ? 

Do  the  liberal  features  of  the  law  counterbalance  the 
exacting  ones  so  far  as  the  particular  enterprise  in  mind 
is  concerned  ? 

Policy  Toward  Foreign  Corporations. 

Most  of  the  States  place  foreign  corporations  on  the 
same  basis  as  domestic  concerns  in  the  matter  of  busi- 
ness rights,  but  in  some  instances  slightly  larger  fees 
are  required.  [By  "foreign"  corporations  is  meant 
those  incorporated  in  another  State.] 

Why  then,  it  may  be  asked,  is  it  not  just  as  well 
to  incorporate  in  the  State  in  which  the  bulk  of  busi- 
ness is  to  be  transacted  ?  Answer  to  this  depends  upon 
the  scope  and  plans  of  the  corporation  in  mind. 

There  are  some  States,  as  previously  noted,  which  are 
very  liberal  in  the  granting  of  charter  rights.  One  of 
these  States  is  New  Jersey.  In  Illinois,  on  the  other 
hand,  the  terms  are  decidedly  restrictive.    It  may  hap- 
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pen  that  an  Illinois  concern  desires  a  more  liberal  char- 
ter than  it  can  obtain  at  home.  In  this  event  it  incor- 
porates in  New  Jersey,  maintains  an  office  there,  but 
in  reality  makes  its  headquarters  and  transacts  the  bulk 
of  its  business  in  Illinois. 

How  Foreign  Incorporation  Worlds. 

Let  us  suppose  the  case  of  a  corporation  which  desires 
to  do  business  mainly  in  Ilhnois,  and  at  the  same  time 
seeks  a  charter  which  will  permit  of  dealing  in  the 
stocks  of  other  corporations  with  a  view  to  combination 
or  consolidation.  Such  a  charter  cannot  be  secured  in 
Ilhnois,  but  it  can  in  New  Jersey.  Consequently,  the 
charter  is  obtained  in  the  latter  State,  but  the  company 
confines  its  operations  mainly  to  Illinois. 

How  can  such  a  corporation  do  business  in  Illinois 
if  the  provisions  of  its  charter  are  contrary  to  the  law 
of  that  State?  Because  it  does  not  conduct  its  corpora- 
tion affairs  in  Illinois.  It  merely  transacts  its  legitimate 
commercial  operations  in  Illinois,  and  in  doing  so  con- 
forms strictly  to  the  laws  of  Illinois.  It  sells  its  goods 
in  that  State,  pays  taxes  there  on  such  amounts  of  capi- 
tal as  it  may  have  invested,  and  in  all  other  ways  con- 
ducts itself  in  a  law-abiding  manner. 

Legal  Evasion  of  Law. 

All  the  details  of  corporation  management  are  at- 
tended to  in  New  Jersey.  The  meetings  of  stockholders 
and  directors  are  held  there  and  action  legitimately 
taken  which  would  be  illegal  in  Illinois.  If  it  is  con- 
sidered advisable  to  combine  with  other  corporations, 
the  vote  authorizing  such  action  is  taken  in  New  Jersey, 
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and  the  act  of  combination  consummated  there.  Illinois 
has  nothing  to  do  with  it,  although  to  all  practical  pur- 
poses, aside  from  the  matter  of  incorporation,  the  con- 
cern may  have  more  interests  and  be  more  at  home  in 
that  State  than  in  New  Jersey. 

This  is  one  of  the  results  of  the  wide  divergence  in 
the  incorporation  laws  of  the  various  States.  It  is  a 
most  peculiar  condition ;  one  might  well  term  it  anoma- 
lous; but  it  cannot  be  avoided  so  long  as  there  is  no 
concert  of  action  between  the  States, 

Invitation  to  Violate  Law. 

By  the  working  of  this  system  the  law  of  a  State 
which  prohibits  certain  action  by  corporations,  fixing 
the  punishment  at  fine  and  imprisonment,  may  be  vio- 
lated with  impunity,  and  without  the  transgressors 
being  called  to  account.  It  is  in  effect  a  standing 
invitation  to  violate  the  law. 

One  State,  in  its  incorporation  statute,  says  plainly, 
"Combination  with  other  corporations  is  prohibited." 
Another  State  says  just  as  plainly,  "Combination  with 
other  corporations  is  permissible."  The  men  who  wish 
to  take  advantage  of  a  favorable  combination  clause 
naturally  seek  incorporation  in  the  State  which  permits 
such  combination.  Then,  armed  with  a  certificate,  they 
are  readily  admitted  to  do  business  in  the  State  which 
prohibits  combination. 

What  can  be  done  about  it?  Nothing.  The  only 
possible  remedy  is  in  the  adoption  of  a  uniform  incorpo- 
ration act,  and  this  is  something  the  accomplishment  of 
which  is  still  in  the  dim  future. 
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Theory  of  Foreign  Certificates 

Recognition  by  one  State  of  a  certificate  showing 
incorporation  in  another,  is  largely  a  matter  of  courtesy 
as  between  the  States.  It  is  provided  for  by  statute 
with  the  purpose  of  expediting  business,  and  the  theory 
in  itself  is  a  sound  one. 

There  are  many  corporations  which  do  what  may  be 
called  a  nation-wide  business — they  operate  in  all  the 
States.  It  would  be  impracticable — largely  owing  to 
the  varying  conditions — to  incorporate  and  maintain 
a  separate  organization  in  each  State.  So  they  incor- 
porate in  one  State,  and  file  certificates  of  this  incor- 
poration in  all  the  other  States  in  which  they  wish  to 
do  business,  in  this  way  obtaining  legal  recognition 
within  the  States  in  which  such  certificates  are  filed. 

Benefits  of  Foreign  Certificates. 

By  this  process  corporations  secure  the  largest  pos- 
sible amount  of  legal  recognition  and  protection  at  the 
minimum  expense.  One  important  item  is  in  the  saving 
of  tax  expense. 

When  a  corporation  secures  its  charter,  say  in  New 
York,  it  pays  taxes  in  that  State  on  the  entire  amount 
of  its  capital  stock.  When  doing  business  as  a  foreign 
corporation  in  another  State  it  pays  taxes  in  the  latter 
only  on  such  amount  of  its  capital  stock  as  may  be 
actually  employed  in  operations  in  such  State. 

Take  the  case  of  a  New  York  corporation,  capitalized 
at  $1,000,000,  and  operating  also  in  Pennsylvania,  Ohio, 
Illinois,  Massachusetts  and  Michigan,  in  each  of  which 
latter  States  it  employs  $100,000  of  its  capital.  If  this 
corporation  should  obtain  a  charter  in  each  of  these 
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States  it  would  be  compelled  to  pay  taxes  in  each  of 
them  on  its  entire  capitalization  of  $1,000,000.  Under 
the  foreign  certificate  plan  it  pays  on  $1,000,000  in 
New  York,  but  on  only  $100,000  in  each  of  the  five 
last-named  States. 

Nice  Points  of  Difference. 

At  the  same  time  operation  under  a  foreign  certifi- 
cate affords  all  the  benefits  which  ordinarily  accrue  from 
incorporation  in  the  various  States  wherein  such  certifi- 
cate may  be  filed,  without  being  subjected  to  what  may 
be  objectionable  requirements  in  the  matter  of  organ- 
ization and  the  conduct  of  corporate  affairs.  A  Maine 
corporation  thus  domiciled  in  Michigan  has  the  right 
to  sue  its  debtors  and  collect  from  them  in  the  ordinary 
course  of  business;  it  is  entitled  to  the  sole  use  of  its 
corporate  name  in  all  States  where  duphcation  or  simi- 
larity of  names  is  prohibited. 

On  the  other  hand,  a  corporation  thus  situated  can- 
not sue  or  collect  from  delinquent  shareholders  in 
Michigan  when  such  shares  were  issued  in  violation  of 
the  law  of  that  State,  although  these  shares  may  have 
been  legally  issued  in  Maine. 

The  One  Main  Distinction. 

In  everything  aside  from  the  details  of  organization 
and  the  handling  of  corporate  affairs,  States  which 
accept  and  recognize  certificates  from  other  States — 
and  nearly  all  of  them  do  so — look  upon  the  corpora- 
tions thus  obtaining  domiciliary  rights  as  individuals  in 
the  conduct  of  their  business,  and  treat  them  as  such- 
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In  some  instances  the  main  distinction  in  the  treat- 
ment of  domestic  and  foreign  corporations,  aside  from 
that  mentioned,  is  to  be  found  in  the  shghtly  higher 
fees  charged  the  latter  for  the  fihng  of  their  papers 
and  in  the  amount  of  the  franchise  tax.  The  ordinary 
general  tax  is  the  same  in  all  cases. 


"One  of  the  most  important  needs  of  the  times  is  to 
secure  intelhgent,  conservative  leaders  as  attorneys,  to 
counsel,  advise  and  interpret  a  reasonable  position  for 
the  armies  of  men  in  our  various  industries.  How  im- 
portant it  is  to  have  such  leaders  is  shown  by  the  satis- 
factory relations  between  the  railroads  and  their  em- 
ployes."— William  H.  Baldwin,  Jr.,  President  of  the 
Long  Island  Railroad. 


CHAPTER  XX. 
DIGEST  OF  STATE  LAWS. 


ALABAMA. 

Any  lawful  business  may  be  incorporated  under  the 
general  law.  Incorporators  are  not  required  to  have 
State  residence.  Similarity  of  names  is  forbidden.  The 
capital  must  be  at  least  $2,000,  but  there  is  no  maxi- 
mum limit.  The  amount  of  cash  capital  required  before 
business  can  be  started  is  25  per  cent  of  the  authorized 
amount,  and  in  no  case  less  than  $1,000.  Stock  may 
be  divided  into  classes.     Existence  may  be  perpetual. 

There  is  statutory  limit  to  the  amount  of  indebted- 
ness. 

The  organization  tax  is  $25  on  $50,000,  or  less;  $50 
for  any  amount  between  $50,000  and  $100,000.  On 
amounts  over  this  $50  on  the  first  $100,000,  and  $25  on 
each  additional  $100,000.  There  is  an  annual  license 
tax  of  $10  for  amounts  of  capital  under  $10,000;  with 
a  graded  scale  up  to  $1,000,000,  being  $300  for  the 
latter  amount  and  $500  if  it  exceeds  $1,000,000.  The 
fees  for  filing  and  recording  are  nominal. 

No  annual  reports  are  necessary.  Stock  may  be  paid 
for  in  cash,  services  or  property  at  a  reasonable  value. 
There  is  an  anti-trust  clause. 
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ARIZONA. 

Any  lawful  business  may  be  incorporated.  Private 
property  of  shareholders  is  exempt  from  liabiUty  for 
corporate  debts  if  so  stated  in  articles  of  incorporation. 
Term  of  incorporation  is  25  years,  with  privilege  of 
renewal.  Fees:  For  filing  articles,  $10;  affidavit  of 
publication,  $3;  issuing  certificate,  $3;  copies  of  docu- 
ments, 20  cents  a  folio;  affixing  seal,  $1. 


ARKANSAS. 

Incorporation  under  the  general  act  may  be  had  for 
all  purposes  except  navigation,  railway,  rafting,  and 
general  road  purposes,  governing  which  there  are  spe- 
cial acts.  Local  residence  in  the  State  is  not  required. 
The  minimum  par  value  of  shares  is  $25.  Corporate 
existence  is  perpetual. 

There  is  no  statutory  limit  on  corporate  indebtedness. 
Stock  can  be  issued  only  for  cash,  services  or  property. 
Directors  who  violate  the  law  are  jointly  and  severally 
liable  for  all  debts  thus  incurred.  Stockholders  are 
liable  only  for  unpaid  subscriptions. 

There  is  a  strong  anti-trust  clause,  violation  of  which 
forfeits  the  charter. 

No  annual  license  tax.  Organization  tax  is  $25,  re- 
gardless of  amount  of  capital.  Filing  and  recording 
fees  aggregate  $35. 


CALIFORNIA. 

There  are  special  acts  applicable  only  to  insurance, 
railway,   street   railway,   wagon   road,    bridge,    ferry. 
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wharf,  chute,  pier,  telegraph,  telephone,  water,  canal, 
homestead,  savings  and  loan,  mining,  gas,  and  eleemos- 
ynary corporations,  but  any  kind  of  a  business  corpo- 
lation  may  be  incorporated  under  the  general  act.  Use 
of  a  name  identical  with  that  or  similar  to  that  of  an 
existing  domestic  corporation  is  forbidden. 

The  term  of  charter  life  cannot  exceed  fifty  years. 

Capital  stock  may  be  any  amount.  Shares  must  have 
a  par  value  of  not  less  than  $1  nor  more  than  $100. 
There  need  be  no  particular  amount  subscribed  beyond 
the  one  share  required  for  each  of  the  incorporators. 

If  the  capital  stock  does  not  exceed  $25,000,  the  tax 
is  $15;  if  not  over  $75,000,  $25;  if  not  over  $200,000, 
$50;  if  not  over  $500,000,  $75;  if  not  over  $1,000,000, 
$100;  if  over  $1,000,000,  $150.  The  Secretary  of  State 
is  entitled  to  no  additional  fee  for  filing  articles  of  in- 
corporation other  than  for  the  organization  tax,  but  for 
recording  such  articles  he  is  entitled  to  20  cents  per 
folio.  Certificates  of  incorporation,  $3;  copy  of 
articles  of  incorporation,  20  cents  per  folio ;  affixing  seal 
of  state,  $2;  comparing  copy  of  articles  with  original, 
5  cents  per  folio ;  county  clerk  is  entitled  to  $1  for  filing 
articles,  and  for  copy  of  same  10  cents  per  foho;  certifi- 
cate for  same,  50  cents. 

Corporate  indebtedness  cannot  exceed  amount  of 
capital  stock.  Each  stockholder  is  liable  for  corporate 
debts  as  the  amount  of  stock  or  shares  owned  by  him 
bears  to  the  whole  of  the  subscribed  capital  stock;  also 
for  amount  of  their  unpaid  stock  subscriptions. 
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COLORADO. 

Special  acts  provide  for  the  incorporation  of  rail- 
ways, banks,  and  trust  companies.  Corporate  names 
must  commence  with  the  word  "the"  and  end  with  the 
word  "corporation,"  "company,"  "association,"  or  "so- 
ciety," and  must  indicate  the  business  to  be  carried  on. 
Siim'larity  of  names  is  forbidden.  Duration  must  not 
exceed  twenty  years. 

Amount  of  capital  stock  is  unlimited.  Par  value  of 
shares  must  not  be  less  than  $1  nor  more  than  $100. 
There  is  no  statutory  hmitation  upon  the  amount  of 
indebtedness. 

There  is  a  fee  of  $20  for  filing  the  certificates  of  com- 
panies with  capitalization  of  not  more  than  $50,000,  and 
for  every  thousand  dollars  in  excess  of  $50,000,  an  or- 
ganization tax  of  20  cents  per  thousand  is  exacted. 

Stockholders  are  hable  for  corporate  debts  to  the 
extent  of  their  unpaid  subscriptions. 


CONNECTICUT. 
Special  acts  govern  the  incorporation  of  banking, 
trust,  insurance,  railway,  telephone,  telegraph,  gas, 
electric  hght,  w^ater,  surety  and  building  and  loan  com- 
panies. Any  of  these,  however,  which  may  be  lawfully 
incorporated  in  other  States  may  do  business  in  Con- 
necticut by  filing  the  necessary  certificate  required  of 
foreign  corporations.  Corporations  for  all  other  pur- 
poses may  be  formed  under  the  general  incorporation 
act.  Residence  of  incorporators  within  the  state  is  not 
required.  Similarity  of  names  is  prohibited.  Charter 
may  be  perpetual. 
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Amount  of  capital  stock  must  not  be  less  than  $2,000. 
Par  value  of  shares  not  less  than  $25.  There  is  no  limit 
on  corporate  indebtedness.  Preferred  stock  may  be 
issued.  Stock  may  be  paid  for  in  cash  or  property. 
Stockholders  are  liable  only  to  amount  of  unpaid  sub- 
scriptions. 

There  is  no  anti-trust  clause.  No  annual  franchise 
tax.  Organization  tax  is  50  cents  on  each  $1,000  of 
capital  up  to  $5,000,000 ;  over  that  amount  10  cents  per 
$1,000.  Minimum  tax,  $25.  Filing  and  recording  fee, 
$3,  with  50  cents  per  200  words  for  certified  copies. 


DELAWARE. 

Incorporation  may  be  had  under  the  Business  Cor- 
poration Act  for  any  lawful  purpose  except  banking. 
The  capital  stock  in  any  instance  must  not  be  less  than 
$2,000,  but  business  may  be  started  on  $1,000.  If  there 
is  more  than  one  class  of  stock  a  description  of  each 
class  and  the  terms  upon  which  it  is  issued  must  be 
given. 

Stock  must  be  paid  for  in  cash,  labor  or  property  at 
actual  value. 

There  is  no  anti-trust  clause. 

Taxes — Organization,  15  cents  on  each  $1,000  of  cap- 
ital, but  in  no  event  less  than  $20.  Fihng— Certificate, 
$2;  certified  copy,  $4.50.  Recording— $4,50.  Annual 
tax— On-  all  amounts  under  $3,000,000,  one-twentieth 
of  one  per  cent;  between  $3,000,000  and  $5,000,000, 
one-fortieth  of  one  per  cent,  and  a  further  sum  of  $30 
on  each  one  million  dollars  or  fraction  thereof  in  excess 
of  $5,000,000.    Manufacturing  or  mining  corporations 
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having  at  least  fifty  per  cent  of  their  capital  actually 
invested  in  operations  within  the  State  are  exempt  from 
this  franchise  tax. 

In  case  of  consolidation  of  two  or  more  corporations, 
such  stockholders  as  may  be  dissatisfied  are,  on  demand, 
to  receive  from  such  consolidated  corporation  the  actual 
value  of  their  stock  at  the  time  of  consolidation. 

Ten  per  cent  of  the  par  value  of  stock  must  be  paid 
at  time  of  subscription.  Stockholders  are  exempt  from 
liability  for  corporate  debts. 

No  anti-trust  statute. 


FLORIDA. 

Incorporation  of  banking,  insurance,  guarantee,  rail- 
way, canal,  telegraph  and  building  and  loan  companies 
is  governed  by  special  acts.  Incorporation  for  all  other 
purposes  may  be  had  under  the  general  act.  Charters 
may  be  perpetual.  Similarity  of  names  is  prohibited. 
Tliere  is  no  statutory  limit  to  corporate  indebtedness. 
Unless  otherwise  provided  in  the  charter  stock  sub- 
scriptions must  be  paid  in  cash.  Par  value  of  shares 
must  not  be  less  than  $10. 

Combination  to  control  food  supplies  such  as  cattle, 
live  stock  generally,  and  meats,  are  prohibited. 

There  is  no  annual  license  tax.  The  organization 
tax  is  $2  on  each  $1,000  of  capital;  there  is  a  minimum 
of  $5,  and  a  maximum  tax  of  $250.  The  fihng  and  re- 
cording fees  aggregate  about  $18. 


GEORGIA. 

Cor2)orations  may  be  formed  for  any  purpose  except 
banking,  insurance,  railway,  canal,  navigation,  express 
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and  telegraph  companies,  by  application  to  the  superior 
court  of  the  county  in  which  the  corporation  desires  to 
transact  business.  Similarity  of  names  is  not  permitted. 
Corporate  existence  is  limited  to  twenty  years. 

Capital  stock  may  be  any  amount.  There  is  no  statu- 
tory limitation  on  amount  of  corporate  indebtedness. 

There  is  no  organization  tax.  The  clerk  of  the  court 
has  the  power  to  collect  the  usual  incorporation  fees, 
varying  from  $10  to  $20.  The  cost  of  filing  petition 
for  charter  is  $12.50;  certified  copy  of  charter,  $2.50; 
pubhshing  article  from  $5  to  $20. 

Stockholders  are  liable  for  corporate  debts  only  to 
the  extent  of  their  unpaid  stock  subscriptions. 


IDAHO. 

Bridge,  ferry,  flume,  boom,  gas,  fidelity,  domestic 
insurance,  railway,  telegraph,  telephone,  water  and 
canai  companies  are  organized  under  special  acts.  In- 
corporation for  all  other  purposes  may  be  had  under 
the  general  act.    No  anti-trust  clause. 

Similarity  of  names  is  not  prohibited.  Term  of  in- 
corporation not  to  exceed  50  years.  No  limit  as  to 
amount  of  capital,  or  denomination  of  shares.  Cor- 
porate indebtedness  must  not  exceed  amount  of  author- 
ized capital.  There  is  no  provision  for  preferred  stock. 
At  least  one  of  the  five  incorporators  must  be  a  resident 
freeholder. 

Stock  must  be  paid  for  in  cash,  labor  or  property. 
Stockholders  are  Hable  only  for  unpaid  subscriptions, 
but  to  take  advantage  of  this  provision  the  word  "lim- 
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ited"  must  appear  on  the  corporation's  documents  and 
stationery. 

There  is  no  annual  Hcense  tax.  The  organization  tax 
is  $5  on  $25,000  or  less;  $10  where  the  amount  does  not 
exceed  $100,000;  $20  for  other  sums  up  to  $500,000, 
and  $25  for  everything  in  excess  of  this  latter  amount. 

The  filing  fees  aggregate  about  $5. 


ILLINOIS. 

Section  1.  Be  it  enacted  hy  the  People  of  the  State 
of  Illinois,  represented  in  the  General  Assembly:  That 
corporations  ma)^  be  formed  in  the  manner  provided  by 
this  act,  for  any  lawful  purpose  except  banking,  insur- 
ance, real  estate  brokerage,  the  operation  of  railroads 
and  the  business  of  loaning  money:  Provided,  that 
horse  and  dummy  railroads,  and  organizations  for  the 
purchase  and  sale  of  real  estate,  for  burial  purposes 
onty,  maj^  be  organized  and  conducted  under  the  pro- 
visions of  this  act:  And,  provided,  further,  that  corpo- 
rations formed  for  the  purpose  of  constructing  railroad 
bridges  shall  not  be  held  to  be  railroad  corporations. 

§  2.  Whenever  any  number  of  persons  not  less  than 
three,  nor  more  than  seven,  shall  pro]3ose  to  form  a  cor- 
poration under  this  act,  they  shall  make  a  statement  to 
that  effect  under  their  hands  and  duly  acknowledged 
before  some  ofBcer  in  the  manner  provided  for  the 
acknowledgment  of  deeds,  setting  forth  the  name  of 
the  proposed  corporation,  the  object  for  which  it  is  to 
be  formed,  its  capital  stock,  the  number  of  shares  of 
which  such  stock  shall  consist,  the  location  of  the  princi- 
pal office  and  the  duration  of  the  corporation,  not  to 
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exceed  ninety-nine  years,  which  statement  shall  be  filed 
in  the  office  of  the  Secretary  of  State.  If  the  object  for 
which  said  corporation  is  proposed  to  be  organized  is 
clearly  and  definitely  stated,  and  is  a  lawful  object,  the 
Secretary  of  State  shall  thereupon  issue  to  such  persons 
a  license  as  commissioners  to  open  books  for  subscription 
to  the  capital  stock  of  said  corporation  at  such  times  and 
places  as  they  may  determine;  but  no  Hcense  shall  be 
issued  to  two  companies  having  the  same  or  a  similar 
name,  nor  shall  any  foreign  corporation  having  the  same 
or  a  similar  name  as  any  domestic  corporation  be  ad- 
mitted to  this  State  under  any  foreign  corj^oration  law, 
and  no  domestic  corporation  shall  hereafter  be  organized 
with  the  same  or  a  similar  name  as  any  foreign  corpora- 
tion previously  admitted  to  do  business  in  this  State. 
Upon  the  filing  of  any  statement  with  the  Secretary  of 
State  for  the  purpose  of  obtaining  a  license  to  incorpo- 
rate, he  may  propound  such  interrogatories  as  he  shall 
deem  necessary  to  ascertain  the  true  object; 

When  Charters  May  Be  Revoked. 

Provided,  That  the  Attorney-General  may  file  a  bill 
in  chancery  in  the  name  of  the  People  of  the  State  of 
Ilhnois,  against  any  corporation  authorized  to  confer 
degrees,  diplomas  or  other  certificate  or  certificates  of 
qualification  in  the  science  of  medicine,  pharmacy  or 
dentistry  which  conducts  a  fraudulent  business  or  abuses, 
misuses  or  violates  the  terms  of  its  charter,  in  any  court 
having  jurisdiction  of  the  corporation  and  subject-mat- 
ter of  such  bill,  for  an  injunction  to  restrain  said  cor- 
poration from  conducting  its  business  fraudulently  or 
abusing,  misusing  or  violating  the  terms  of  its  charter 
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and  also  for  the  dissolution  of  said  corporation,  and 
thereupon  it  shall  be  the  duty  of  the  court  in  which  said 
bill  is  filed  to  grant  such  injunction  and  to  hear  and 
determine  the  same  as  in  other  cases  in  chancery:  And 
provided,  further,  that  this  act  shall  apply  to  schools, 
colleges  or  universities  which  now  are,  or  may  hereafter 
be  licensed  in  this  State,  notwithstanding  any  provisions 
that  may  exist  in  their  charters. 

Section  3  outhnes  method  of  electing  directors  and 
managers.    Cumulative  voting  permitted. 

Powers  of  Corporations. 

§  5.  Corporations  formed  under  this  act  shall  be 
bodies  corporate  and  pohtic  for  the  period  for  which 
they  are  organized;  may  sue  and  be  sued;  may  have  a 
common  seal  which  they  may  alter  or  renew  at  pleasure ; 
may  own,  possess  and  enjoy  so  much  real  and  personal 
estate  as  shall  be  necessary  for  the  transaction  of  their 
business,  and  may  sell  and  dispose  of  the  same  when  not 
required  for  the  uses  of  the  corporation.  They  may 
borrow  money  at  legal  rates  of  interest,  and  pledge  their 
property,  both  real  and  personal,  to  secure  the  payment 
thereof;  and  may  have  and  exercise  all  the  powers  neces- 
'  sary  and  requisite  to  carry  into  effect  the  objects  for 
which  they  may  be  formed; 

Provided,  however,  that  all  real  estate,  so  acquired 
in  satisfaction  of  any  liability  or  indebtedness,  unless 
the  same  may  be  necessary  and  suitable  for  the  business 
of  such  corporation,  shall  be  offered  at  pubUc  auction 
at  least  once  every  year,  at  the  door  of  the  court  house 
of  the  county  wherein  the  same  be  situated,  or  on  the 
premises  to  be  sold,  after  giving  notice  thereof  for  at 
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least  four  consecutive  weeks  in  some  newspaper  of  gen- 
eral circulation  published  in  said  county;  and  if  there 
be  no  such  newspaper  published  therein,  then  in  the 
nearest  adjacent  county  where  such  newspaper  is  pub- 
hshed;  and  said  real  estate  shall  be  sold  whenever  the 
price  offered  for  it  is  not  less  than  the  claim  of  such 
corporation,  including  all  interest,  costs,  and  other  ex- 
pense ; 

And  provided,  further,  that  in  case  such  corporation 
shall  not,  within  such  period  of  five  years,  sell  such  land, 
either  at  public  or  private  sale  as  aforesaid,  it  shall  be 
the  duty  of  the  State's  attorney  to  proceed  by  informa- 
tion, in  the  name  of  the  People  of  the  State  of  Illinois, 
against  such  corporation,  in  the  circuit  court  of  the 
county  within  which  such  land,  so  neglected  to  be  sold, 
shall  be  situated,  and  such  court  shall  have  jurisdiction 
to  hear  and  determine  the  fact,  and  to  order  the  sale 
of  such  land  or  real  estate  at  such  time  and  place  sub- 
ject to  such  rules  as  the  court  shall  establish.  The  court 
shall  tax  as  the  fees  of  the  State's  attorney  such  sum  as 
shall  be  reasonable ;  and  the  proceeds  of  such  sale,  after 
deducting  the  said  fees  and  costs  of  proceeding,  shall 
be  paid  over  to  such  corporation.  The  provisions  of  this 
section  shall  apply  to  and  be  binding  upon  all  corpora- 
ticms  now  existing  by  virtue  of  any  special  charter 
granted  by  this  State. 

Sections  6  and  7  provide  for  powers  and  duties  of  di- 
rectors, and  place  par  value  of  stock  at  between  $10  and 
$100  per  share,  describe  method  of  collecting  unpaid 
subscriptions,,  etc. 
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Liability  of  Stockholders. 

§  8.  Every  assignment  or  transfer  of  stocks  on  which 
there  remains  any  portion  unpaid  shall  be  recorded  in 
the  office  of  the  recorder  of  deeds  of  the  county  within 
which  the  principal  office  is  located,  and  each  stockholder 
shall  be  liable  for  the  debts  of  the  corporation  to  the  ex- 
tent of  the  amount  that  may  be  unpaid  upon  the  stock 
held  by  him,  to  be  collected  in  the  manner  herein  pro- 
vided. No  assignor  of  stocks  shall  be  released  from  any 
such  indebtedness  by  reason  of  any  assignment  of  his 
stock,  but  shall  remain  Hable  therefor,  jointly  with  the 
assignee,  until  the  said  stock  be  fully  paid. 

§  16.  If  the  indebtedness  of  any  stock  corporation 
shall  exceed  the  amount  of  its  capital  stock,  the  direct- 
ors and  officers  of  such  corporation,  assenting  thereto, 
shall  be  personally  and  individually  liable  for  such  ex- 
cess to  the  creditors  of  such  corporation. 

§  18.  If  any  person  or  persons,  being  or  pretending 
to  be,  an  officer  or  agent  or  board  of  directors  of  any 
stock  corporation,  or  pretended  stock  corporation,  shall 
assume  to  exercise  corporate  powers;  or  use  the  name 
of  any  such  corporation,  or  pretended  corporation,  with- 
out complying  with  the  provisions  of  this  act,  before  all 
stock  named  in  the  articles  of  incorporation  shall  be  sub- 
scribed in  good  faith,  then  they  shall  be  jointly  and  sev- 
erally hable  for  all  debts  and  liabilities  made  by  them 
and  contracted  in  the  name  of  such  corporation  or  pre- 
tended corporation. 

Liability  for  Illegal  Dividends. 

§  19.  If  the  directors  or  other  officers  or  agents  of 
any  stock  corporation  shall  declare  and  pay  any  divi- 
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dend  when  such  corporation  is  insolvent,  or  any  dividend 
the  payment  of  which  would  render  it  insolvent,  or  which 
would  diminish  the  amount  of  its  capital  stock,  all  di- 
rectors, officers  or  agents  assenting  thereto  shall  be 
jointly  and  severally  hable  for  all  the  debts  of  such  cor- 
poration then  existing,  and  for  all  that  shall  thereafter 
be  contracted  while  they  shall,  respectively,  continue  in 
office. 

Section  20  provides  for  method  of  calling  meetings  of 
directors  and  other  officers. 

§  21.  If  any  certified  report  or  statement  made,  or 
public  notice  given  by  the  officers  or  any  corporation, 
shall  be  false  in  any  material  representation,  all  the  offi- 
cers who  shall  have  signed  the  same,  knowing  it  to  be 
false,  shall  be  jointly  and  severally  liable  for  all  damages 
arising  therefrom. 

Stockholders  May  Call  Meetings. 

§  22.  The  stockholders  of  any  stock  corporation, 
owning  two-thirds  of  the  stock  in  such  corporation,  upon 
which  all  assessments  have  been  fully  paid  up,  may  call 
a  meeting  of  the  stockholders  of  such  corporation  by 
signing  a  call  therefor  with  their  proper  names,  stating 
the  number  of  shares  held  by  each  and  filing  the  same 
with  the  president  or  secretary  of  such  corporation  and 
pubhshing  the  same  in  a  newspaper  in  this  State  where 
the  principal  office  of  such  corporation  is  kept,  and  at 
the  seat  of  government,  for  three  successive  weeks  prior 
to  the  time  fixed  for  holding  such  meeting,  and  mailing 
a  copy  thereof  to  each  of  the  directors  of  said  corpora- 
tion at  his  usual  place  of  abode.  And  the  secretary  of 
such  corporation  shall  enter  such  call  upon  the  records 
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thereof,  and  the  fact  of  such  publication,  and  mailing 
such  notice,  giving  the  name  of  such  paper,  with  the 
dates  and  places  of  pubHcation,  which  shall  be  prima 
facie  evidence  thereof. 

Liability  of  Stockholders. 

§  25.  If  any  corporation,  or  its  authorized  agents, 
shall  do  or  refrain  from  doing  any  act  which  shall  sub- 
ject it  to  a  forfeiture  of  its  charter  or  corporate  powers, 
or  shall  allow  any  execution  or  decree  of  any  court  of 
record  for  a  payment  of  money,  after  demand  made  by 
the  officer  to  be  returned  "no  property  fund,"  or  to  re- 
main unsatisfied  for  not  less  than  ten  days  after  such 
demand,  or  shall  dissolve  or  cease  doing  business,  leav- 
ing debts  unpaid,  suits  in  equity  may  be  brought  against 
all  persons  who  were  stockholders  at  the  time,  or  hable 
in  any  way  for  the  debts  of  the  corporation  by  joining 
the  corporation  in  such  suit;  and  each  stockholder  may 
be  required  to  pay  his  pro  rata  share  of  such  debts  or 
liabilities,  to  the  extent  of  the  unjDaid  portion  of  his 
stock,  after  exhausting  the  assets  of  such  corporation, 
and  if  any  stockholder  shall  not  have  property  enough 
to  satisfy  his  portion  of  such  debts  or  habilities,  then  the 
amount  shall  be  divided  equally  among  all  the  remaining 
solvent  stockholders ;  and  courts  of  equity  shall  have  full 
power,  on  good  cause  shown,  to  dissolve  or  close  up  the 
business  of  any  corporation,  to  appoint  a  receiver  there- 
for who  shall  have  authority,  by  the  name  of  the  receiver 
of  such  corporation  (giving  the  name),  to  sue  in  all 
courts,  and  do  all  things  necessary  to  closing  up  its  af- 
fairs as  commanded  by  the  decree  of  such  court. 
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Fees  For  Incorporation. 

That  all  companies  and  corporations  hereafter  organ- 
ized under  the  laws  of  the  State  of  Illinois,  before  they 
shall  be  permitted  to  file  any  papers  in  the  office  of  the 
Secretary  of  State,  or  make  any  application  for  the 
purpose  of  becoming  incorporated,  shall  pay  to  him  fees 
as  follows:  All  companies  having  a  capital  stock  of 
$2,500  and  under  shall  pay  the  sum  of  $30,  and  all  com- 
panies having  a  capital  stock  of  over  $2,500  and  not  over 
$5,000  shall  pay  the  sum  of  $50,  and  all  companies  hav- 
ing a  capital  stock  of  over  $5,000  shall  pay,  in  addition 
to  the  said  sum  of  $50  the  sum  of  $1  for  each  $1,000  of 
capital  stock  over  $5,000.  All  corporations  at  present 
organized  and  doing  business  under  the  laws  of  this 
State,  or  that  may  hereafter  be  organized,  shall  pay  as 
a  fee,  in  addition  to  all  other  fees  at  present  required  by 
law,  the  sum  of  $1  for  each  $1,000  of  increase  of  such 
capital  stock; 

Provided,  That  no  company  now  incorporated,  or 
which  may  be  hereafter  incorporated  under  the  laws  of 
this  State,  shall  acquire  a  franchise  by  increase  of  capi- 
tal stock  to  over  $2,500  and  not  over  $5,000  for  a  less 
sum  than  $50,  and  over  $5,000,  in  addition  to  the  said 
sum  of  $50,  the  sum  of  $1  for  each  $1,000  increase  of 
capital  stock,  and  $1  for  filing  certificate  of  such  in- 
crease. 


INDIANA. 


Special  acts  provide  for  manufacturing,  mining,  me- 
chanical and  chemical  companies.  Similarity  of  names 
is  forbidden  as  to  domestic  corporations.     The  capital 
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stock  may  be  any  amount  (except  gas  and  oil  com- 
panies, capital  being  limited  to  $2,000,000)  and  the  par 
value  of  the  shares  may  be  any  amount  not  exceeding 


Term  of  existence  must  not  exceed  fifty  years  for 
mining  and  manufacturing  companies.  In  all  others 
except  banks,  health  resorts  and  telephone  companies 
the  duration  may  be  unhmited. 

There  is  no  limitation  on  the  amount  of  corporate  in- 
debtedness. Where  the  capital  stock  is  $10,000  or  less 
the  organization  tax  is  $10;  for  all  capital  stock  over 
$10,000  the  tax  is  one-tenth  of  one  per  cent.  Filing  fee 
is  $1  for  articles  of  incorporation  not  exceeding  200 
words,  also  50  cents  for  certificates. 

Stockholders  are  liable  for  all  debts  due  or  owing 
laborers,  apprentices  and  employees  for  services  ren- 
dered manufacturing  and  mining  companies.  Stock- 
holders in  other  corporations  are  liable  to  the  amount  of 
stock  held  by  them  at  the  time  the  debts  were  contracted. 
They  are  also  liable  for  illegal  withdrawal  of  capital. 


IOWA. 


The  State  Constitution  prohibits  the  creation  of  cor- 
porations by  special  laws;  all  incorporations  are  under 
the  general  law.  The  important  provisions  of  the  In- 
corporation Act  are  as  follows : 

Sec.  1607.  Any  number  of  persons  may  become  in- 
corporated for  the  transaction  of  any  lawful  business, 
but  such  incorporation  confers  no  power  or  privilege  not 
possessed  by  natural  persons,  except  as  hereinafter  pro- 
vided. 
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Sec.  1608.  Except  as  otherwise  provided  by  law,  a 
single  person  may  incorporate  under  the  provisions  of 
this  chapter,  thereby  entithng  himself  to  all  the  privi- 
leges and  immunities  provided  herein,  but  if  he  adopts 
the  name  of  an  individual  or  individuals  as  that  of  the 
corporation,  he  must  add  thereto  the  word  "incorpo- 
rated." 

Sec.  1609.  Among  the  powers  of  such  corporations 
are  the  following : 

1 — To  have  perpetual  succession. 

2 — To  sue  and  be  sued  by  its  corporate  name. 

3 — To  have  a  common  seal,  which  it  may  alter  at 
pleasure. 

4 — To  render  the  interests  of  the  stockholders  trans- 
ferable. 

5 — To  exempt  the  private  property  of  its  members 
from  hability  for  corporate  debts,  except  as  otherwise 
declared. 

6 — To  make  contracts,  acquire  and  transfer  property, 
—possessing  the  same  powers  in  such  respects  as  natural 
persons. 

7 — To  establish  by-laws  and  make  all  rules  and  regu- 
lations necessary  for  the  management  of  its  aifairs. 

Rests  With  Secretary  of  State. 

Sec.  1610.  Before  commencing  any  business  except 
their  own  organization,  they  must  adopt  articles  of  in- 
corporation, which  must  be  signed  and  acknowledged 
by  the  incorporators,  recorded  in  the  office  of  the  re- 
corder of  deeds  of  the  county  where  the  principal  place 
of  business  is  to  be,  and  the  recorder  must,  within  five 
days  thereafter,  indorse  thereon  the  time  when  the  same 

I.B.L.  Vol.  6—19 


290  DIGEST   OF   STATE   LAWS. 

were  filed,  and  the  book  and  page  where  the  record  will 
be  found.  Said  articles  thus  indorsed  shall  then  be  for- 
warded to  the  Secretary  of  State,  and  be  by  him  recorded 
in  a  book  kept  for  that  purpose.  Such  corporation  shall 
pay  to  the  Secretary  of  State,  before  a  certificate  of  in- 
corporation is  issued,  a  fee  of  $25,  and,  for  all  author- 
ized stock  in  excess  of  $10,000,  an  additional  fee  of  $1 
per  thousand.  Should  any  corporation  increase  its  capi- 
tal stock,  it  shall  pay  a  fee  to  the  Secretary  of  State  of 
$1  for  each  $1,000  of  such  increase,  and  a  record- 
ing fee  of  ten  cents  per  one  hundred  words ;  no  recording 
fee  to  be  less  than  fifty  cents. 

When  articles  of  incorporation  are  presented  to  the 
Secretary  of  State  for  the  purpose  of  being  filed,  if  he 
is  satisfied  that  they  are  in  proper  form  to  meet  the 
requirements  of  law,  that  their  object  is  a  lawful  one  and 
not  against  pubhc  policy,  that  their  plan  of  doing  busi- 
ness, if  any  be  provided  for,  is  honest  and  lawful,  he 
shall  file  them;  but  if  he  is  of  the  opinion  that  they  are 
not  in  proper  form  to  meet  the  requirements  of  the  law, 
or  that  their  object  is  an  unlawful  one,  or  against  public 
policy,  he  shall  refuse  to  file  them.  Should  a  ques- 
tion of  doubt  arise  as  to  the  legality  of  the  articles,  he 
shall  submit  them  to  the  Attorney-General,  whose  duty 
it  shall  be  to  forthwith  examine  and  return  them  with 
an  opinion  in  writing  touching  the  point  or  points  con- 
cerning which  inquiry  has  been  made  of  him.  If 
such  opinion  is  in  favor  of  the  legality  of  the  articles, 
and  no  other  objections  are  apparent,  they  shall  then, 
upon  payment  of  the  proper  fee,  be  filed  and  otherwise 
dealt  with  as  the  law  provides.  If,  however,  such  opinion 
be  against  their  legality,  they  shall  not  be  filed. 
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Limit  of  Liability. 

Sec.  1611.  Such  articles  must  fix  the  highest  amount 
of  indebtedness  or  liability  to  which  the  corporation  is 
at  any  time  to  be  subject,  wliich  in  no  case,  except  risks 
of  insurance  companies,  and  liabilities  of  banks  not  in 
excess  of  their  available  assets,  not  including  their  capi- 
tal, shall  exceed  two-thirds  of  its  capital  stock.  But 
the  provisions  of  tliis  section  shall  not  apply  to  the  bonds 
or  other  railway  or  street  railway  securities,  issued  or 
guaranteed  by  railway  or  street  railway  companies  of 
the  State,  in  aid  of  the  location,  construction  and  equip- 
ment of  railways  or  street  railwaj^s,  to  an  amount  not 
exceeding  $16,000  per  mile  of  single  track,  standard 
gauge,  or  $8,000  per  mile  of  single  track,  narrow  gauge, 
lines  of  road  for  each  mile  of  railway  or  street  railway 
actually  constructed  and  equipped.  Nor  shall  the  provi- 
sions of  this  section  apply  to  the  debentures  or  bonds  of 
any  company  incorporated  under  the  provisions  of  this 
chapter,  the  payment  of  which  shall  be  secured  by  an 
actual  transfer  of  real  estate  securities  for  the  benefit 
and  protection  of  purchasers  thereof;  such  securities  to 
be  at  least  equal  in  amount  to  the  par  value  of  such 
bonds  or  debentures,  and  to  be  first  liens  upon  unincum-* 
bered  real  estate  worth  at  least  twice  the  amount  loaned 
thereon. 

Must  Publish  Corporation  Details. 

Sec.  1613.  A  notice  must  be  pubhshed  once  each 
week  for  four  weeks  in  succession  in  some  newspaper, 
as  convenient  as  practicable  to  the  principal  place  of 
business,  which  must  contain : 
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1 — The  name  of  the  corporation  and  its  principal 
place  of  business. 

2 — The  general  nature  of  the  business  to  be  tran- 
sacted. 

3 — The  amount  of  capital  stock  authorized,  and  the 
times  and  conditions  on  which  it  is  to  be  paid  in. 

4 — The  time  of  the  commencement  and  termination  of 
the  corporation. 

5 — By  what  officers  or  persons  its  affairs  are  to  be  con- 
ducted, and  the  times  when  and  manner  in  which  they 
will  be  elected. 

6 — The  highest  amount  of  indebtedness  to  which  it  is 
at  any  time  to  subject  itself. 

7 — Whether  private  property  is  to  be  exempt  from 
corporate  debts. 

Proof  of  such  publication,  by  affidavit  of  the  publisher 
of  the  newspaper  in  which  it  is  made,  shall  be  filed  with 
the  Secretary  of  State,  and  shall  be  evidence  of  the  fact. 

Individual  Property  Liable. 
Sec.  1616.  A  failure  to  substantially  comply  with 
the  foregoing  requirements  in  relation  to  organization 
and  publicity  shall  render  the  individual  property  of  the 
stockholders  liable  for  the  corporate  debts ;  but  corpora- 
tors and  stockholders  in  railway  and  street  railway  com- 
panies shall  be  hable  only  for  the  amount  of  stock  held 
by  them  therein. 

Subject  to  Legislative  Action. 
Sec.  1619.     The  articles  of  incorporation,  by-laws, 
rules  and  regulations  of  corporations  hereafter  organ- 
ized under  the  provisions  of  this  title,  or  whose  organ- 
ization may  be  adopted  or  amended  hereunder,  shall  at 
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all  times  be  subject  to  legislative  control,  and  may  be 
at  any  time  altered,  abridged  or  set  aside  by  law,  and 
every  franchise  obtained,  used  or  enjoyed  by  such  cor- 
poration may  be  regulated,  withheld,  or  be  subject  to 
conditions  imposed  upon  the  enjoyment  thereof,  when- 
ever the  General  Assembly  shall  deem  necessary  for  the 
public  good. 

Stock  Payments  Must  be  Made. 

Sec.  1627.  No  certificate  or  shares  of  stock  shall  be 
issued,  delivered  or  transferred  by  any  corporation,  offi- 
cer or  agent  thereof,  or  by  the  owner  of  such  certificate 
or  shares,  without  having  indorsed  on  the  face  thereof 
what  amount  or  portion  of  the  par  value  has  been  paid 
to  the  corporation  issuing  the  same,  and  whether  such 
payment  has  been  in  money  or  property.  Any  person 
violating  the  provisions  of  this  section,  or  knowingly 
making  a  false  statement  on  such  certificate,  shall  be 
fined  not  less  than  $100  nor  more  than  $500,  and  shall 
stand  committed  to  the  county  jail  until  such  fine  and 
costs  are  paid.  This  section  shall  not  apply  to  railway 
or  quasi  public  corporations  organized  before  the  first 
dayof  October,  1897. 

Sec.  1631.  Neither  anything  in  this  chapter  con- 
tained, nor  any  provisions  in  the  articles  of  corporation, 
shall  exempt  the  stockholders  from  individual  liabihty 
to  the  amount  of  the  unpaid  installments  on  the  stock 
owned  by  them,  or  transferred  by  them  for  the  purpose 
of  defrauding  creditors ;  and  execution  against  the  com- 
pany may,  to  that  extent,  be  levied  upon  the  private 
property  of  any  such  individual.  In  none  of  the  cases 
contemplated  in  tliis  chapter  can  the  private  property 
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of  the  stockholders  be  levied  upon  for  the  payment  of 
corporate  debts  while  corporate  property  can  be  found 
with  which  to  satisfy  the  same. 

Forced  Sale  of  Franchise. 

Sec.  1634.  The  franchise  of  a  corporation  may  be 
levied  upon  under  execution  and  sold,  but  the  corpora- 
tion shall  not  become  thereby  dissolved,  and  no  dissolu- 
tion of  the  original  corporation  shall  affect  the  fran- 
chise, and  the  purchaser  becomes  vested  with  all  the 
powers  of  the  corporation  therefor.  Such  franchise  shall 
be  sold  without  appraisement. 

State  Supervises  Stock  Deals. 

Sec.  1641-b.  That  from  and  after  the  passage  of 
this  act  no  corporation  organized  under  the  laws  of  the 
State  of  Iowa,  except  building  and  loan  associations  as 
defined  and  provided  for  in  Chapter  13,  title  9,  of  the 
Code,  shall  issue  any  capital  stock  or  any  certificate  or 
certificates  of  shares  of  capital  stock,  or  any  substitute 
therefor,  until  the  corporation  has  received  the  par  value 
thereof.  If  it  is  proposed  to  pay  for  said  capital  stock 
in  property  or  in  any  other  thing  than  money,  the  cor- 
poration proposing  the  same  must,  before  issuing  capital 
stock  in  any  form,  apply  to  the  Executive  Council  of 
the  State  of  Iowa  for  leave  so  to  do.  Such  apphcation 
shall  state  the  amount  of  capital  stock  proposed  to  be 
issued  for  a  consideration  other  than  money,  and  set 
forth  specifically  the  property  or  other  thing  to  be  re- 
ceived in  payment  for  such  stock.  Thereupon,  it  shall 
be  the  duty  of  the  Executive  Council  to  make  investi- 
gation, under  such  rules  as  it  may  prescribe,  and  to 
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ascertain  the  real  value  of  the  property  or  other  thing 
which  the  corporation  is  to  receive  for  the  stock;  and 
shall  enter  its  finding,  fixing  the  value  at  which  the  cor- 
poration may  receive  the  same  in  payment  for  capital 
stock;  and  no  corporation  shall  issue  capital  stock  for 
the  said  property  or  thing  in  a  greater  amount  than 
the  value  so  fixed  and  determined  by  the  Executive 
Council. 

False  Reports  a  Felony. 

Sec.  1641-g.  Every  director,  officer  or  agent  of  any 
corporation  or  joint  stock  association,  who  knowingly 
concurs  in  making,  publishing  or  posting,  either  gener- 
ally or  privately  to  the  stocldiolders  or  other  persons, 
any  written  rej)ort,  exhibit,  or  statement  of  its  affairs 
or  pecuniary  condition,  or  book  or  notice  containing  any 
material  statement  which  is  false,  or  any  untrue  or  wil- 
fully or  fraudulently  exaggerated  report,  prospectus, 
account,  statem.ent  of  operations,  values,  business, 
profits,  expenditures,  or  prospects,  or  any  other  paper 
or  document  intended  to  produce  or  give,  or  having  a 
tendency  to  produce  or  give,  the  shares  of  stock  in 
such  corporation  a  greater  value  or  a  less  apparent  or 
market  value  than  they  really  possess,  is  guilty  of  a 
felony,  and  upon  conviction  thereof  shall  be  punished 
by  imprisonment  in  the  penitentiary  not  to  exceed  one 
year,  or  by  imprisonment  in  the  county  jail  not  to  ex- 
ceed six  months  or  a  fine  not  exceeding  $500. 

Political  Contributions  Prohibited. 

Sec.  1641-h.  It  shall  be  unlawful  for  any  corpora- 
tion doing  business  within  the  State,  or  any  officer,  agent 
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or  representative  thereof  acting  for  such  corporation, 
to  give  or  contribute  any  money,  property,  labor  or  thing 
of  value,  directly  or  indirectly,  to  any  member  of  any 
political  committee,  poHtical  party,  or  employe  or 
representative  thereof,  or  to  any  candidate  for  any  pub- 
lic office  or  candidate  for  nomination  to  any  public  office 
or  to  the  representative  of  such  candidate,  for  campaign 
expenses  or  for  any  political  purpose  whatsoever,  or  to 
any  person,  partnership  or  corporation  for  the  purpose 
of  influencing  or  causing  such  person,  partnership  or 
corporation  to  influence  any  elector  of  the  State  to  vote 
for  or  against  any  candidate  for  public  office  or  for  nomi- 
nation for  pubhc  office  or  to  any  j)ublic  officer  for  the 
purpose  of  influencing  his  official  action,  but  nothing  in 
this  act  shall  be  construed  to  restrain  or  abridge  the  lib- 
erty of  the  press  or  prohibit  the  consideration  and  dis- 
cussion therein  of  candidacies,  nominations,  public  offi- 
cers or  political  questions. 

Sec.  1641-k.  Any  person  convicted  of  a  violation 
of  any  of  the  provisions  of  this  act  shall  be  punished  by 
imprisonment  in  the  county  jail  not  less  than  six  months 
or  more  than  one  year,  and  in  the  discretion  of  the  court, 
by  fine  not  exceeding  $1,000. 

Making  of  Annual  Report. 

Any  corporation  organized  under  the  laws  of  this 
State  or  under  the  laws  of  any  other  State,  Territory  or 
foreign  country,  which  has  comphed  with  the  laws  of 
this  State  relating  to  the  organization  of  corporations, 
shall,  between  the  first  day  of  July  and  the  first  day  of 
August  of  each  year,  make  an  annual  report  to  the 
Secretary  of  State,  said  report  to  be  in  such  form  as 
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he  may  prescribe,  upon  a  blank  to  be  prepared  by  him 
for  that  purpose,  and  such  report  shall  contain  the  fol- 
lowing information: 

1 — Name  and  postoffice  address  of  the  corporation. 

2 — The  amount  of  capital  stock  authorized. 

3 — The  amount  of  capital  stock  actually  issued  and 
outstanding. 

4 — Par  value  of  such  stock,  designating  whether  pre- 
ferred or  common  stock,  and  amount  of  each  kind. 

5 — The  names  and  postoffice  addresses  of  its  officers 
and  directors  and  whether  any  change  of  place  of  busi- 
ness has  been  made  during  the  year  previous  to  making 
said  report. 

Foreign  Corporations. 

Foreign  corporations  are  under  the  same  regulations, 
and  must  pay  the  same  fee  as  those  incorporated  under 
the  laws  of  Iowa.  The  penalty  for  doing  business  in  the 
State  without  a  certificate  is  a  fine  of  $100,  and  im- 
prisonment for  thirty  days  in  the  county  jail.  A  fur- 
ther penalty  of  $100  for  every  day  business  is  done 
without  a  permit  is  inflicted. 


KANSAS. 


Special  acts  provide  for  banking  and  insurance  com- 
panies. Others  may  incorporate  under  the  general  act. 
There  can  be  only  one  corporation  of  the  same  name. 
It  must  begin  with  the  word  "the"  and  end  with  the 
word  "corporation,"  "company,"  "association,"  or  "so- 
ciety." Term  of  existence  must  not  exceed  twenty 
years. 
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Capital  stock  and  shares  may  be  of  any  amount.  Cor- 
porate indebtedness  must  not  exceed  amount  of  author- 
ized capital  stock. 

Organization  tax  is  $25.  Before  charter  is  filed  the 
State  Treasurer  must  be  paid  a  fee  of  one-tenth  of 
one  per  cent  of  its  authorized  capital  on  the  first  $100,- 
000  of  its  capital;  upon  the  next  $400,000  or  part  there- 
of, one-twentieth  of  one  per  cent;  and  for  each  million 
dollars  or  major  part  thereof  above  the  sum  of  $500,- 
000,  $200. 

Fee  to  the  charter  board  is  $25 ;  to  the  Secretary  of 
State  for  filing  and  recording  $2.50,  not  exceeding  ten 
folios,  and  an  additional  fee  of  25  cents  for  each  folio 
in  excess  of  ten. 

Stockholders  are  liable  for  unpaid  stock  subscriptions. 


KENTUCKY. 

Three  or  more  persons  may  incorporate  for  any  law- 
ful purpose  under  the  general  incorporation  law,  with 
the  exception  that  banking,  trust,  insurance  and  rail- 
road companies,  and  building  and  loan  associations  are 
subject  to  special  provisions  which  do  not  apply  to 
other  corporations. 

Name  of  corporation  must  be  distinctive.  The  other 
provisions  as  to  stating  purpose,  place  of  business,  etc., 
are  the  same  as  required  in  other  states. 

Fees  for  incorporation  are  one-tenth  of  one  percent 
on  the  entire  authorized  capital  stock,  and  a  similar  fee 
on  any  subsequent  increase.  In  addition  to  this  the 
State  imposes  an  annual  tax  of  30  cents  on  each  $1,000 
of  capital  employed  in  the  State,  provided  an  annual 
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report  is  made  by  the  corporation  to  the  Secretary  of 
State.  The  corporation  has  the  right  to  decHne  making 
such  report  in  which  case  the  tax  is  to  be  paid  upon  the 
entire  authorized  capital  stock. 

No  real  estate  can  be  owned  beyond  that  required 
for  corporate  purposes.  Stocks  and  bonds  must  be  paid 
for  in  cash,  labor  or  property  at  its  actual  value.  At 
least  50  percent  of  capital  must  be  subscribed  for  at  time 
of  incorporation,  but  there  is  no  provision  as  to  time  or 
manner  of  payment.  This  is  left  to  discretion  of  direc- 
tors. 

Corporations  can  not  engage  in  any  business  aside 
from  that  specifically  named  in  articles  of  incorporation. 

Directors  are  liable  for  debts  of  corporation  if  false 
dividends  affecting  the  resources  of  the  corporation  are 
paid. 

Stockholders,  with  the  exception  of  those  in  banks, 
trust,  investment,  insurance  and  similar  corporations, 
are  hable  on  corporation  debts  only  to  the  amount  of 
their  unpaid  subscriptions  for  stock. 

Holders  of  stock  in  the  excepted  companies  named 
are  liable  to  the  full  amount  of  the  par  value  of  their 
stock,  in  addition  to  the  amount  of  the  stock  itself. 

Banks  and  similar  companies  incorporated  under  the 
special  provisions  of  the  act  are  subject  to  State  con- 
trol. This  control  covers  the  amount  and  manner  of 
making  loans,  general  manner  of  conducting  business, 
etc. 


MAINE. 

Incorporation  may  be  had  for  any  lawful  purpose, 
under  the  general  law,  except  for  banks,  gas  and  elec- 
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trie,  navigation,  railways,  insurance,  trust,  telegraph, 
telephone,  water,  and  similar  companies.  For  these 
special  provisions  are  made. 

No  particular  amount  of  paid-in  capital  is  required. 
There  is  hmitation  as  to  amount  of  indebtedness.  Stock- 
holders are  hable  only  for  unpaid  subscriptions.  Any 
form  of  stock  may  be  issued,  and  it  may  be  paid  for  in 
cash,  services,  or  property. 

Organization  tax— $10  for  $10,000  or  less;  between 
$10,000  and  $500,000  it  is  $50;  for  each  $100,000  in 
excess  of  $500,000  an  additional  $10.  Filing  fees — To 
attorney  general,  $5 ;  to  register  of  deeds,  $5 ;  to  secre- 
tary of  state,  $5 ;  certified  copy  of  certificate,  $3. 

Annual  franchise  tax — $5  on  all  amounts  of  $50,000, 
or  less;  between  $50,000  and  $200,000  it  is  $10;  from 
$200,000  to  $500,000  the  tax  is  $50;  from  $500,000  to 
$1,000,000,  $75;  each  $1,000,000  or  fraction  thereof  in 
addition,  $50. 

Liability  of  stockholders  hmited  to  unpaid  amount  of 
subscriptions. 

Trusts  and  combinations  prohibited. 

In  case  a  stockholder  dissents  from  the  sale  of  a  cor- 
poration in  which  he  is  interested  said  corporation  must 
within  30  days  buy  his  stock  at  a  price  to  be  fixed  by 
the  supreme  court,  and  in  event  of  a  failure  to  pay  for 
same  according  to  the  finding  of  the  court  the  stock- 
holder's claim  becomes  a  lien  on  the  property  of  the  cor- 
poration preceding  all  mortgages,  contracts  and  other 
indebtedness. 
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MARYLAND. 

Corporations  may  be  formed  for  any  purpose  desig- 
nated in  twenty-five  classes.  The  corporate  name  must 
include  the  name  of  the  county  or  city  in  which  it  may 
be  formed.  Similarity  of  names  not  forbidden.  Time 
of  existence  not  to  exceed  forty  years. 

Capital  stock  unlimited  in  amount.  Corporate  in- 
debtedness must  not  exceed  total  amount  of  authorized 
capital  stock. 

Organization  tax  is  one-eighth  of  one  per  cent  upon 
the  capital  stock  authorized.  FiHng  fees  in  local  county 
office,  10  cents  per  foho;  clerk  of  court  fees,  $5;  cost  of 
certified  copy  of  the  certificate  of  incorporation  for  fil- 
ing with  State  tax  commissioner,  $3. 

Stockholders  are  liable  to  the  extent  of  their  unpaid 
stock  subscriptions.  They  are  also  liable  to  creditors  to 
an  amount  equal  to  the  amount  of  their  stockholdings 
for  all  debts  until  the  amount  of  fixed  capital  stock  has 
been  paid  in. 

MICHIGAN. 

Section  1.  Any  three  or  more  persons  desiring  to 
become  incorporated  for  the  purpose  of  carrying  on  any 
manufacturing  or  mercantile  business,  or  any  union  of 
the  two,  or  for  buying,  selling  and  breeding  cattle,  sheep 
and  horses,  or  other  live  stock,  or  for  engaging  in  mari- 
time commerce  or  navigation,  or  for  the  purchasing, 
holding  and  dealing  in  real  estate,  or  for  conducting  a 
warehouse  and  storage  business,  or  for  erecting  and 
owning  buildings  to  be  occupied  or  leased  for  dwelling 
houses,  halls,  or  business  purposes,  or  for  the  produc- 
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tion  and  supplying  of  gas  and  electricity  for  lighting, 
fuel  or  other  purposes,  or  for  printing,  publishing  and 
book-making,  or  for  carrying  on  any  other  lawful  busi- 
ness, except  such  as  are  excluded  by  section  36  of  this 
act,  may,  by  complying  with  the  provisions  of  this  act, 
with  their  successors  and  assigns,  become  a  body  poHtic 
and  corporate. 

Duplication  of  Names  Prohibited. 

The  articles  shall  state: 

First —  The  name  assumed  and  by  which  the  corpora- 
tion shall  be  known  in  law:  Provided,  No  name  shall 
be  assumed  already  in  use  by  any  other  existing  cor- 
poration of  this  State,  or  corporation  lawfully  carrying 
on  business  in  this  State,  or  so  nearly  similar  as  to  lead 
to  uncertainty  or  confusion. 

Second — Distinctly  and  definitely,  the  purpose  or 
purposes  for  which  the  corporation  is  formed,  and  it 
shall  not  be  lawful  for  said  corporation  to  divert  its 
operations,  or  appropriate  its  funds  to  any  other  pur- 
pose, except  as  hereinafter  provided. 

Third — The  principal  place  or  places  at  which  its 
operations  are  to  be  conducted. 

Fourth^The  amount  of  the  total  authorized  capital 
stock,  which  shall  not  be  less  than  $1,000,  and  not  more 
than  $25,000,000;  the  amount  of  capital  stock  sub- 
scribed, which  shall  not  be  less  than  fifty  per  cent  of  the 
authorized  capital  stock;  the  articles  may  provide  for 
common  and  preferred  stock  subject  to  section  35,  and 
in  that  case  shall  contain  an  exact  statement  of  the  terms 
upon   which   the   common   and   preferred   stocks    are 
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created,  and  the  amount  of  each  subscribed,  and  the 
amount  of  each  paid  in. 

Fifth — The  number  of  shares  into  wliich  the  capital 
stock  is  divided,  which  shall  be  of  the  j)ar  value  of  $10 
or  $100  each. 

Limitation  on  Property  Purchases. 

Sixth — The  amount  of  capital  stock  paid  in  at  the 
time  of  executing  the  articles,  which  shall  not  be  less 
than  ten  per  cent  of  the  authorized  capital,  and  in  no 
case  less  than  $1,000,  except  in  case  of  a  capitalization 
of  $2,000  or  under,  when  it  shall  be  twenty-five  per  cent 
thereof,  and  the  amount  so  paid  in  shall  not  be  reduced 
below  such  per  cent  of  its  capital.  Such  capital  stock 
may  be  paid  in,  either  in  cash  or  in  other  property,  real 
or  personal ;  but  where  payment  is  made  otherwise  than 
in  cash  there  shall  be  included  in  the  articles  an  itemized 
description  of  the  property  in  which  such  payment  is 
made,  with  the  valuation  at  which  each  item  is  taken, 
which  valuation  shall  be  conclusive  in  absence  of  actual 
fraud:  Provided,  That  only  such  property  shall  be  so 
taken  in  payment  for  capital  stock  as  the  purposes  of 
the  corporation  shall  require,  and  only  such  property 
as  can  be  sold  and  transferred  by  the  corporation,  and 
as  shall  be  subject  to  levy  and  sale  on  execution,  or  other 
process  issued  out  of  any  court  havmg  competent  juris- 
diction, for  the  satisfaction  of  any  judgment  or  decree 
against  such  corporation:  And  Provided  further.  That 
there  shall  be  made  and  attached  to  any  such  articles  of 
association  an  affidavit  by  at  least  three  of  the  organizers 
of  such  corporation,  that  they  know  the  property  de- 
scribed in  such  articles  of  association  and  that  the  same 
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has  been  actually  transferred  to  such  corporation,  and 
that  such  property  is  of  the  actual  value  therein  stated. 

Seventh — The  place  in  the  State  of  Michigan  where 
the  office  of  the  company  is  located. 

Eighth — The  term  of  years  the  corporation  is  to  exist, 
which  shall  not  be  to  exceed  thirty  years. 

Ninth — The  names  of  the  stockholders,  their  respec- 
tive residences,  and  the  number  of  shares  subscribed  for 
by  each. 

Calling  the  First  Meeting. 

Sec.  3.  When  any  number  of  persons  shall  have 
associated  according  to  the  provisions  of  tliis  act,  any 
two  of  them  may  call  the  first  meeting  of  the  stock- 
holders, at  such  time  and  place  as  they  may  appoint,  by 
giving  notice  thereof  by  pubhshing  the  same  in  some 
newspaper  pubHshed  in  the  county  in  which  its  office  is 
located,  and  if  there  is  no  newspaper  published  in  such 
county,  then  by  pubhshing  the  said  notice  in  some  news- 
paper published  in  an  adjoining  county,  at  least  two 
weeks  before  the  time  appointed  for  such  meeting.  But 
said  notice  may  be  waived  by  a  writing  signed  by  all  the 
subscribers  to  the  capital  stock  of  said  corporation,  speci- 
fying the  time  and  place  for  said  first  meeting,  which 
writing  shall  be  entered  at  full  length  upon  the  records 
of  the  corporation;  and  the  first  meeting  of  any  such 
corporation,  which  has  been  held  pursuant  to  such  writ- 
ten waiver  of  notice,  shall  be  vahd. 

Sections  4,  5,  6,  7,  8,  9  and  10  provide  for  the  election 
of  directors,  filing  of  incorporation  papers,  etc. 
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Holdings  of  Real  Estate. 

Sec.  14.  Every  such  corporation  shall  have  power 
to  purchase,  hold  and  convey  all  such  real  and  personal 
estate  as  the  purposes  of  the  corporation  shall  require, 
and  all  other  real  and  personal  estate  which  shall  have 
been  bona  fide  conveyed  or  mortgaged  to  said  corpora- 
tion by  way  of  security,  or  in  satisfaction  of  debts.  Any 
corporation  formed  under  this  act  may  purchase  real  or 
personal  property  necessary  for  its  business,  and  issue 
its  authorized  capital  stock  to  the  amount  of  the  value 
thereof  in  payment  therefor,  and  the  capital  stock  so 
issued  shall  be  full  paid  stock,  and  not  liable  to  any  fur- 
ther call,  neither  shall  the  holder  thereof  be  liable  to 
any  further  payment  under  any  of  the  provisions  of 
this  act,  except  the  liabihty  imposed  by  section  29; 
and  in  the  absence  of  actual  fraud  in  the  transaction, 
the  judgment  of  the  directors  as  to  tlie  value  of  the 
property  shall  be  conclusive. 

Liability  of  Directors  and  Stockholders. 

Sec.  22.  If  the  directors  of  any  such  corporation 
shall  declare  and  pay  a  dividend  when  the  corporation 
is  insolvent,  or  any  dividend,  the  payment  of  which 
would  render  it  insolvent,  knowing  such  corporation  to 
be  insolvent,  or  that  the  payment  of  such  dividend  would 
render  it  so,  the  directors  assenting  thereto  shall  be 
jointly  and  severally  liable  in  an  action  founded  on  this 
statute,  for  all  debts  due  from  such  corporation  at  the 
time  of  paying  or  declaring  such  dividend. 

Sec.  23.  If  any  corporation  organized  or  existing 
under  this  act  shall  violate  any  of  its  provisions,  the 
directors  ordering  or  assenting  to  such  violation  shall 
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be  jointly  and  severally  liable  in  an  action  founded  on 
this  statute,  for  all  debts  contracted  after  such  violation 
as  aforesaid,  to  the  extent  of  three  times  the  amount 
paid  in  on  the  stock  standing  in  the  name  of  such  director 
in  any  such  corporation. 

Sec.  29.  The  stockholders  of  all  corporations  organ- 
ized or  existing  under  this  act  shall  be  individually  liable 
for  all  labor  performed  for  such  corporations,  which  said 
liabihty  may  be  enforced  against  any  stockholder  by 
action  founded  on  this  statute,  at  any  time  after  an 
execution  shall  be  returned  unsatisfied,  in  whole  or  in 
part,  against  the  corporation,  or  at  any  time  after  an 
adjudication  in  bankruptcy  against  said  corporation. 

Capital  Stock  Not  Taxed. 

Sec.  31.  All  corporations  formed  or  existing  under 
this  act  shall  be  hable  to  be  assessed  for  all  real  and  per- 
sonal estate  held  by  them  in  this  State,  at  its  true  value, 
and  shall  pay  thereon  a  tax  for  township,  village,  city, 
county  and  State  purposes,  the  same  as  other  real  and 
personal  estate,  and  such  tax  shall  be  assessed,  collected, 
and  paid  in  the  same  manner  as  other  taxes  on  real  and 
personal  estate  are  required  to  be  assessed,  collected  and 
paid :  Provided,  Notliing  herein  contained  shall  author- 
ize the  taxing  of  the  capital  stock  of  such  corporation 
as  such  capital  stock. 

Sec.  35.  Any  such  company  shall  have  power  to 
create  and  issue  certificates  for  two  kinds  of  stock,  viz. : 
General  or  common  stock,  and  preferred  stock,  which 
preferred  stock  shall  at  no  time  exceed  two-thirds  of 
the  actual  capital  paid  in,  and  shall  be  subject  to  re- 
demption at  par  at  a  certain  time  to  be  fixed  by  the 


DIGEST   OF   STATE   LAWS.  307 

by-laws  of  said  corporation,  and  to  be  expressed  in  the 
certificates  therefor.  And  the  holder  of  such  preferred 
stock  shall  be  entitled  to  a  fixed  dividend,  payable  quar- 
terly, half-yearly  or  yearly,  which  said  dividend  shall 
be  cumulative,  payable  at  the  time  expressed  in  said 
certificate,  not  to  exceed  eight  per  cent  per  annum,  be- 
fore any  dividend  shall  be  set  apart  or  paid  on  the  com- 
mon stock.  In  no  event  shall  the  holder  of  such  pre- 
ferred stock  be  individually  or  personally  liable  for  the 
debts  or  other  liabihties  of  said  corporation,  excepting 
debts  for  labor. 

Cumulative  Voting  Permitted. 

§  8553.  Section  1.  In  all  elections  for  directors  of 
any  corporation  organized  under  any  general  law  of 
this  State,  other  than  municipal,  insurance  and  banking 
corporations,  every  stockholder  shall  have  the  right  to 
vote,  in  person  or  by  proxy,  the  number  of  shares  of 
stock  owned  by  him  for  as  many  persons  as  there  may 
be  directors  to  be  elected,  or  to  cumulate  said  shares, 
and  give  one  candidate  as  many  votes  as  will  equal  the 
number  of  directors  multiplied  by  the  number  of  shares 
of  his  stock ;  or  to  distribute  them  on  the  same  principle 
among  as  many  candidates  as  he  shall  think  fit. 


MINNESOTA. 

General  provisions  as  to  manner  of  organization,  con- 
duct of  business,  etc.,  about  the  same  as  in  Missouri  and 
other  States.  All  branches  of  business,  including  pub- 
lic service  companies,  banks,  etc.,  are  incorporated  under 
the  one  general  law.  The  incorporation  of  companies 
for  dealing  in  real  estate  and  real  estate  securities  such 
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as  mortgages,  is  legal.     The  general  provisions  are  as 
follows : 

Corporations  may  be  formed: 

1.  For  carrying  on  any  kind  of  manufacturing  or 
mechanical  business  not  incompatible  with  an  honest 
purpose ; 

2.  For  the  mining,  smelting,  reducing,  refining,  or 
working  of  ores  or  minerals,  for  working  coal  mines  or 
stone  quarries,  or  for  buying,  working,  selling  or  dealing 
in  mineral  lands,  or  for  any  one  or  more  of  the  purposes 
mentioned  in  this  paragraph. 

Corporations  to  Deal  In  Realty. 

Realty  corporations  may  be  formed  for  the  purpose 
of  loaning  money,  either  for  themselves  or  as  agents  for 
others,  upon  mortgages  or  other  securities,  and  for  the 
purchase  and  sale  of  lands,  and  of  money  obligations 
secured  upon  real  or  personal  property,  with  power  to 
execute  all  contracts,  incumbrances,  transfers,  releasees, 
and  other  documents  necessary  or  convenient  to  the 
transaction  of  such  business. 

Trading  corporations  may  be  formed  for  any  of  the 
following  purposes: 

1. — Constructing,  leasing,  or  operating  docks,  ware- 
houses, elevators,  public  halls,  or  hotels. 

2. — Carrying  on  any  kind  of  lumbering,  agricultural, 
dairying,  mercantile,  chemical,  transportation,  or  other 
lawful  business  not  otherwise  provided  for  in  this  chap- 
ter. 

3. — Buying,  selling,  and  improving  lands  and  tene- 
ments. 
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Bank  and  Other  Financial  Corporations. 

Financial  corporations  may  be  formed  for  any  one  of 
the  following  purposes : 

1. — Carrying  on  the  business  of  banking,  by  receiv- 
ing deposits,  buying,  selling,  and  discounting  notes,  bills 
and  other  evidences  of  debt,  domestic  or  foreign,  dealing 
in  gold  and  silver  bullion  and  foreign  coins,  issuing  cir- 
culating notes,  and  loaning  money  upon  real  estate  or 
personal  security ; 

2. — Establishing  and  conducting  clearing  houses,  for 
effecting,  in  one  place,  the  speedy  and  systematic  daily 
exchange  and  adjustment  of  balances  between  banks 
and  bankers  in  any  municipality,  town,  or  county. 

3. — Creating  and  conducting  savings  banks  for  the 
reception,  on  deposit,  of  money  offered  for  that  purpose, 
the  investment  thereof,  and  the  declaring,  crediting,  and 
paying  of  dividends  thereon  as  authorized  and  provided 
by  law; 

4. — Transacting  business  as  a  trust  company  in  con- 
formity with  the  laws  relating  thereto ;  and 

5. — Carrying  on,  in  accordance  with  law,  the  business 
of  building,  loan  and  savings  associations. 

Insurance  corporations  may  be  formed  for  carrying 
on  any  one  branch  of  the  business  of  insurance  author- 
ized by  law,  or  any  two  or  more  branches  thereof  which 
are  permitted  by  law  to  be  transacted  by  one  company. 

Railways  and  Public  Service  Corporations. 

2891-2934 — (Summarized) — Railways,  street  rail- 
ways, telegraph  and  telephone  companies,  canal  com- 
panies, and  companies  to  operate  dams  and  for  furnish- 
ing water,  light,  heat  or  power,  and  their  necessary  ad- 
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juncts,  are  classified  as  public  service  corporations.  All 
such  companies  desiring  to  operate  in  or  upon  any  pub- 
lic street  or  alley  of  a  city  or  village,  must  first  obtain 
a  franchise  from  the  municipality.  All  such  corpora- 
tions have  the  right  of  eminent  domain,  or  the  right  to 
take  private  property  necessary  for  the  transaction  of 
their  public  business,  upon  the  payment  of  just  com- 
pensation; but  street  railways  may  not  exercise  this 
right  within  the  limits  of  a  city  or  village. 

Telegraph  Companies  Responsible  for  Delays. 

Telegraph  companies  are  declared  to  be  common  car- 
riers, and  camiot  contract  against  their  own  negligence. 
Failure  to  transmit  or  deliver  messages  within  a  reason- 
able time  renders  a  company  hable  in  damages  to  the 
one  injured  by  the  delay. 

2967-3008 —  (Summarizd)  — Upon  incorporation  of 
a  bank  of  discount  and  deposit,  a  certified  copy  of  the 
by-laws  shall  be  deposited  with  the  public  examiner.  All 
amendments  thereto  shall  be  filed  in  like  manner.  The 
following  fees  shall  be  paid  the  State  Treasurer  on  or 
before  June  30th  of  each  year : 

Those  having  a  paid-up  capital  of  $50,000  or  less, 
$10;  of  more  than  $50,000  and  not  exceeding  $100,000, 
$20;  of  more  than  $300,000  and  not  exceeding  $400,000, 
$35 ;  of  more  than  $400,000  and  not  exceeding  $500,000, 
$40;  of  more  than  $500,000  and  not  exceeding  $600,000, 
$50;  of  more  than  $600,000,  $75. 

The  term  of  incorporation  is  30  years,  with  privilege 
of  renewal.  The  fees  are:  $50  on  $50,000  or  less,  and 
$5  for  each  additional  $10,000  or  fraction  thereof. 
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MISSOURI. 

In  addition  to  the  usual  clauses  providing  for  the 
details  of  organization  which  are  similar  to  those  pre- 
vailing in  other  states,  the  Incorporation  Law  of  Mis- 
souri contains  several  provisions  made  mandatory  by 
the  State  Constitution.    These  are: 

Sec.  8,  Art.  2. — That  no  rehgious  corporation  can 
be  established  in  this  State,  except  such  as  may  be 
created  under  a  general  law  for  the  purpose  only  of  hold- 
ing the  title  to  such  real  estate  as  may  be  prescribed 
by  law  for  church  edifices,  parsonages  and  cemeteries. 

[Const.  1865  limited  quantity  of  land  to  five  acres  in  country  and  one 
acre  elsewhere.     Art.  1,  Sec.  12.] 

Sec.  15. — That  no  ex  post  facto  law,  nor  law  impair- 
ing the  obligation  of  contracts,  or  retrospective  in  its 
operation,  or  making  any  irrevocable  grant  of  special 
privileges  or  immunities,  can  be  passed  by  the  general 
assembly. 

[The  clauses  "or  making  any  irrevocable  grant  of  special  privileges  or 
immunities,"   and   '"by  the  general  assembly,"  are  new.] 

Sec.  49. — The  general  assembly  shall  have  no  power 
hereafter  to  subscribe  or  authorize  the  subscription  of 
stock  on  behalf  of  the  State,  in  any  corporation  or 
association,  except  for  the  purpose  of  securing  loans 
heretofore  extended  to  certain  railroad  corporations  by 
the  State. 

Sec.  51. — The  general  assembly  shall  have  no  power 
to  release  or  extinguish,  or  authorize  the  releasing  or 
extinguishing,  in  whole  or  in  part,  the  indebtedness, 
Hability  or  obligation  of  any  corporation  or  individual 
to  this  State,  or  to  any  county  or  other  municipal  cor- 
poration therein. 
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State  Fees  for  Incorporation. 

Sec.  21. — No  corporation,  company  or  association, 
other  than  those  formed  for  benevolent,  religious,  scien- 
tific or  educational  purposes,  shall  be  created  or  organ- 
ized under  the  laws  of  this  State,  unless  the  persons 
named  as  corporators  shall,  at  or  before  the  filing  of 
the  articles  of  association  or  incorj^oration,  pay  into  the 
State  treasury  $50  for  the  first  $50,000  or  less  of  capi- 
tal stock,  and  a  further  sum  of  $5  for  every  additional 
$10,000  of  its  capital  stock.  And  no  such  corporation, 
company  or  association  shall  increase  its  capital  stock 
without  first  paying  into  the  treasury  $5  for  every  $10,- 
000  of  increase:  Provided,  that  nothing  contained  in 
this  section  shall  be  construed  to  prohibit  the  general 
assembly  from  levying  a  further  tax  on  the  franchises 
of  such  corporation. 

Sec.  1,  Art.  12. — All  existing  charters,  or  grants  of 
special  or  exclusive  privileges,  under  which  a  bona  fide 
organization  shall  not  have  taken  place,  and  business 
been  commenced  in  good  faith,  at  the  adoption  of  this 
constitution,  shall  thereafter  have  no  validity. 

Special  Charters  Prohibited. 

Sec.  2. — No  corporation,  after  the  adoption  of  this 
constitution,  shall  be  created  by  special  laws;  nor  shall 
any  existing  charter  be  extended,  changed  or  amended 
by  special  laws,  except  those  for  charitable,  penal  or 
reformatory  purposes,  which  are  under  the  patronage 
and  control  of  the  State. 

Sec.  3. — The  general  assembly  shall  not  remit  the 
forfeiture  of  the  charter  of  any  corporation  now  exist- 
ing, or  alter  or  amend  such  forfeited  charter,  or  pass 
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any  other  general  or  special  laws  for  the  benefit  of  such 
corporation. 

Sec.  4. — The  exercise  of  the  powel-  and  right  of 
eminent  domain  shall  never  be  so  construed  or  abridged 
as  to  prevent  the  taking,  by  the  general  assembly,  of  the 
property  and  franchises  of  incorporated  companies  al- 
ready organized,  or  that  may  be  hereafter  organized, 
and  subjecting  them  to  the  public  use,  the  same  as  that 
of  individuals.  The  right  of  trial  by  jury  shall  be  held 
inviolate  in  all  trials  of  claims  for  compensation,  when 
in  the  exercise  of  said  right  of  eminent  domain,  any  in- 
corporated company  shall  be  interested  either  for  or 
against  the  exercise  of  said  right. 

Cumulative  Voting  is    Assured. 

Sec  6. — In  all  elections  for  directors  or  managers 
of  any  incorporated  company,  each  shareholder  shall 
have  the  right  to  cast  as  many  votes  in  the  aggregate  as 
shall  equal  the  number  of  shares  so  held  by  him  or  her 
in  said  company,  multiphed  by  the  number  of  directors 
or  managers  to  be  elected  at  such  election;  and  each 
shareholder  may  cast  the  whole  number  of  votes,  either 
in  person  or  by  proxy,  for  one  candidate,  or  distribute 
such  votes  among  two  or  more  candidates;  and  such 
directors  or  managers  sliall  not  be  elected  in  any  other 
manner. 

Sec.  7. — No  corporation  shall  engage  in  business  other 
than  that  expressly  authorized  in  its  charter  or  the  law 
under  which  it  may  have  been  or  hereafter  may  be 
organized,  nor  shall  it  hold  any  real  estate  for  any  period 
longer  than  six  years,  except  such  as  may  be  necessary 
and  proper  for  carrying  on  its  legitimate  business. 
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Payment  for  Stock  and  Bonds. 

Sec.  8. — No  corporation  shall  issue  stock  or  bonds, 
except  for  money  paid,  labor  done  or  property  actually 
received,  and  all  fictitious  increase  of  stock  or  indebted- 
ness shall  be  void.  The  stock  and  bonded  indebtedness 
of  corporations  shall  not  be  increased,  except  in  pur- 
suance of  general  law,  nor  without  the  consent  of  the 
persons  holding  the  larger  amount  in  value  of  the  stock 
first  obtained  at  a  meeting  called  for  the  purpose,  first 
giving  sixty  days'  public  notice,  as  may  be  provided  by 
law. 

Sec.  9. — ^Dues  from  private  corporations  shall  be  se- 
cured by  such  means  as  may  be  prescribed  by  law,  but 
in  no  case  shall  any  stockholder  be  individually  liable 
in  any  amount  over  or  above  the  amount  of  stock  owned 
by  him  or  her. 

Sec.  10. — No  corporation  shall  issue  preferred  stock 
without  the  consent  of  all  the  stockholders. 

No  Discrimination  by  Railroads. 

Sec.  12. — It  shall  not  be  lawful  in  this  State  for  any 
railway  company  to  charge  for  freight  or  passengers 
a  greater  amount,  for  the  transportation  of  the  same,  for 
a  less  distance  than  the  amount  charged  for  any  greater 
distance;  and  suitable  laws  shall  be  passed  by  the  gen- 
eral assembly  to  enforce  this  provision;  but  excursion 
and  commutation  tickets  may  be  issued  at  special  rates. 

Sec.  14. — Railways  heretofore  constructed,  or  that 
may  hereafter  be  constructed  in  this  State,  are  hereby 
declared  public  highways,  and  railroad  companies  com- 
mon carriers.  The  general  assembly  shall  pass  laws  to 
correct  abuses  and  prevent  unjust  discrimination  and 
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extortion  in  the  rates  of  freight  and  passenger  tariffs  on 
the  different  railroads  in  this  state,  and  shall  from  time 
to  time  i^ass  laws  establishing  reasonable  maximum  rates 
of  charges  for  the  transportation  of  passengers  and 
freight  on  said  railroads,  and  enforce  all  such  laws  by 
adequate  penalties. 

Sec.  16. — The  rolling  stock  and  all  other  movable 
property  belonging  to  any  railroad  company  or  corpora- 
tion in  this  State  shall  be  considered  personal  property, 
and  shall  be  liable  to  execution  and  sale  in  the  same 
manner  as  the  personal  property  of  individuals ;  and  the 
general  assembly  shall  pass  no  law  exempting  any  such 
property  from  execution  and  sale. 

Consolidation  with  Parallel  Lines. 

Sec.  17. — No  railroad  or  other  corporation,  or  the 
lessees,  purchasers  or  managers  of  any  railroad  corpora- 
tion, shall  consolidate  the  stock,  property  or  franchises 
of  such  corporation  with,  or  lease  or  purchase  the  works 
or  franchises  of,  or  in  any  way  control,  any  railroad 
corporation  owning  or  having  under  its  control  a  par- 
allel or  competing  line ;  nor  shall  any  officer  of  such  rail- 
road corporation  act  as  an  officer  of  any  other  railroad 
corporation  owning  or  having  the  control  of  a  parallel 
or  competing  line. 

Sec.  20. — No  law  shall  be  passed  by  the  general  as- 
sembly granting  the  right  to  construct  and  operate  a 
street  railroad  within  any  city,  town,  village,  or  on  any 
public  highway,  without  first  acquiring  the  consent  of 
the  local  authorities  having  control  of  the  street  or  high- 
way proposed  to  be  occupied  by  such  street  railroad; 
and  the  franchises  so  granted  shall  not  be  transferred 
without  similar  assent  first  obtained. 
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Sec.  22. — No  president,  director,  officer,  agent  or  em- 
ployee of  any  railroad  company  shall  be  interested,  di- 
rectly or  indirectly,  in  furnishing  material  or  supplies 
to  such  company,  or  in  the  business  of  transportation  as 
a  common  carrier  of  freight  or  passengers  over  the 
works  owned,  leased,  controlled  or  worked  by  such  com- 
pany. 

Sec.  23. — No  discrimination  in  charges  or  facilities 
in  transportation  shall  be  made  between  transportation 
companies  and  individuals,  or  in  favor  of  either,  by 
abatement,  drawback  or  otherwise ;  and  no  railroad  com- 
pany or  any  lessee,  manager  or  employee  thereof,  shall 
make  any  preference  in  furnishing  cars  or  motive  power. 

Foreign  Corporations. 

These  are  admitted  to  do  business  in  Missouri  on  the 
filing  of  a  certificate  showing  proper  incorporation  in 
some  other  State  or  Territory  and  the  payment  of  the 
same  fees,  proportionately — based  on  the  capital  to  be 
employed  in  Missouri — as  are  paid  by  local  corpora- 
tions,- plus  an  extra  fee  of  $10  for  the  issuance  of  a 
license. 

Local  corporations  must  maintain  a  principal  office 
within  the  limits  of  the  State.  Foreign  corporations 
must  maintain  an  authorized  representative  at  some 
point  in  Missouri  on  whom  legal  process  may  be  served. 
Payment  of  fees  does  not  apply  to  ordinary  business 
agents  or  salesmen  for  foreign  corporations,  nor  to 
foreign  railway  corporations  already  operating  within 
the  State. 

The  term  of  incorporation  is  for  twenty  years,  but 
corporate  existence  may  be  renewed  by  making  applica- 
tion before  expiration. 
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MONTANA. 

Special  acts  cover  the  incorporation  of  banking, 
trust,  railway,  telegraph,  telephone,  building  and  loan, 
and  mutual  insurance  companies.  Incorporation  for 
any  other  purpose  may  be  had  under  the  general  act. 
Similarity  of  names  is  not  prohibited,  but  is  discouraged. 
No  anti-trust  clause.     No  residential  requirements. 

Organization  tax — No  fee  less  than  $10 ;  the  Secretary 
of  State  also  is  entitled  to  25  cents  per  $1,000  of  capital 
stock  up  to  $100,000;  from  $100,000  to  $250,000,  20 
cents  per  $1,000;  from  $250,000  to  $500,000,  15  cents; 
from  $500,000  to  $1,000,000,  10  cents;  for  each  $1,000 
over  $1,000,000,  5  cents.  There  is  no  annual  franchise 
tax. 

Fihng  fee — For  issuing  certificate,  $3;  recording  in 
local  county  office,  15  cents  a  folio;  50  cents  for  affidavit, 
and  10  cents  for  indexing. 

No  limit  on  amount  of  capital  stock  or  denomination 
of  shares.  Corporate  indebtedness  must  not  exceed 
amount  of  capital.  Stockholders  are  Hable  to  amount 
of  unpaid  subscriptions.  Payment  for  stock  must  be 
made  in  cash,  labor  or  property.  Stock  issued  for  pur- 
chase of  property  shall  be  full  paid  and  exempt  from 
further  call  of  any  kind. 

In  event  of  dissolution  directors  are  liable  jointly  and 
severally  to  both  corporation  and  creditors  to  the  full 
amount  of  capital  divided,  withdrawn,  paid  out  or  re- 
duced, and  also  for  all  debts  illegally  contracted. 

The  life  of  a  corporation  is  limited  to  twenty  years. 
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NEBRASKA. 

Special  acts  govern  the  incorporation  of  railways, 
banks,  trust,  guarantee,  building  and  loan  and  similar 
companies.  All  others,  including  those  for  the  construc- 
tion of  works  of  internal  improvement,  may  incorporate 
under  the  general  act.  In  no  instance  must  the  cor- 
porate indebtedness  exceed  two-thirds  of  the  capital. 
(Section  341.) 

There  is  an  organization  tax  of  $10  for  all  amounts 
under  $100,000,  and  an  additional  10  cents  for  each 
$1,000  over  that  amount.  Filing  fees  are  10  cents  per 
folio ;  certified  copies  of  papers,  15  cents  per  folio.  Pub- 
hcation  of  notice  of  incorporation,  from  $10  to  $15.  All 
these  fees  must  be  paid  at  time  of  fihng.  There  is  no 
annual  franchise  tax. 

Directors  are  liable  for  the  amount  of  illegal  divi- 
dends. Stockholders  are  liable  for  the  unpaid  amount 
of  their  subscriptions.  Every  corporation  must  pubhsh 
annually  the  amount  of  its  indebtedness,  signed  by  the 
president  and  a  majority  of  the  directors.  If  this  is 
not  done  the  stockholders  become  liable  to  the  full  par 
value  of  all  stock  owned  by  them.  After  the  corpora- 
tion assets  are  exhausted  the  personal  property  of  the 
stockholders  becomes  liable. 

Provisions  are  made  by  statute  for  the  regulation  of 
all  common  carriers.  These  provisions  forbid  any  coun- 
ty, town,  or  other  subdivision  of  the  state  from  being 
interested  as  a  stockholder  or  otherwise  in  any  railway, 
or  private  corporation. 

The  State,  through  its  Railway  Commission,  has  the 
power  to  classify  traffic  and  fix  the  rates  for  transporta- 
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tion.  Its  power  in  this  respect  is  wide,  even  to  the 
point  of  making  different  rates  for  different  roads  on 
the  same  class  of  traffic. 

Foreign  corporations  are  admitted  to  business  on  pay- 
ment of  a  fee  of  $10  and  10  cents  a  folio  for  filing  a 
copy  of  their  charter  and  a  certified  copy  of  the  resolu- 
tions of  the  directors  accepting  the  general  provisions 
of  the  State  laws. 

There  is  a  strong  anti-trust  statute. 


NEVADA. 

Special  acts  govern  the  incorporation  of  insurance, 
surety  and  railway  companies.  All  others  may  incor- 
porate under  the  general  act.  'No  residence  required. 
Charter  may  be  perpetual.  Similarity  of  names  pro- 
hibited. No  limit  on  corporate  indebtedness.  No  anti- 
trust clause.  No  annual  franchise  tax.  Organization 
tax,  15  cents  on  each  $1,000  of  capital;  minimum,  $15. 
Filing  and  recording  fees  from  4  to  30  cents'  per  folio, 
with  $5  for  seal. 

Issue  of  preferred  stock  authorized.  It  may  be  con- 
vertible into  bonds.  Stock  may  be  paid  for  in  cash, 
services  or  property.  Stockholders  are  liable  only  for 
unpaid  subscriptions.  Directors  need  not  be  stock- 
holders. 


NEW  HAMPSHIRE. 

Corporations  may  be  formed  under  the  general  act 
for  the  purpose  of  carrying  on  any  lawful  business,  ex- 
cepting banking  and  life  insurance,  and  the  making  of 
contracts  for  the  payment  of  money  at  a  fixed  date  or 
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upon  the  happening  of  some  contingency,  and  the  con- 
struction and  maintenance  of  raih'oads.  Similarity  of 
names  is  forbidden. 

Capitalization  cannot  be  less  than  $1,000  nor  more 
than  $1,000,000.  Par  value  of  shares  not  less  than  $25 
nor  more  than  $500.  The  term  of  corporate  existence 
may  be  unhmited  if  desired.  Debts  cannot  be  con- 
tracted exceeding  one-half  of  the  value  of  the  corporate 
property. 

Organization  tax — If  capitaHzation  does  not  exceed 
$25,000,  $10;  from  $25,000  to  $100,000,  $25;  from 
$100,000  to  $500,000,  $50;  from  $500,000  to  $1,000,000, 
$100;  above  $1,000,000,  $200.  If  formed  by  special  act 
of  the  legislature,  $50.  The  Secretary  of  State  is  en- 
titled to  fees  for  recording  articles  which  average  about 
$5.    Filing  in  city  clerk's  office,  $1.50. 

Stockholders  are  liable  to  the  extent  of  their  unpaid 
stock  subscriptions. 


NEW  JERSEY. 

The  Business  Corporation  Act  of  New  Jersey  pro- 
vides for  the  incorporation  of  any  business  except  that 
of  a  savings  bank,  railway,  telegraph,  telephone,  canal, 
turnpike,  banking,  safe  deposit,  trust  concerns,  and 
building  and  loan  associations.  All  of  these  are  pro- 
vided for  by  general  acts. 

Every  corporation  must  have  a  capital  of  at  least 
$2,000,  and  cannot  begin  business  with  less  than  $1,000. 
The  stock  may  be  divided  into  two  or  more  classes  as 
desired,  but  at  no  time  shall  the  total  amount  of  pre- 
ferred stock  be  more  than  two-thirds  of  the  common 
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stock.  In  no  event  is  the  holder  of  preferred  stock  to 
be  personally  liable  for  the  debts  of  the  corporation.  In 
case  of  insolvency,  the  ordinary  debts  take  precedence  to 
those  due  on  the  preferred  stock. 

Preferred  stock  receiving  dividends  of  more  than  5 
per  cent  is  convertible  into  5  per  cent  bonds  by  a  two- 
thirds  vote  of  all  stockholders,  provided  the  floating  debt 
of  the  corporation  does  not  exceed  ten  per  cent  of  the 
par  value  of  the  preferred  stock  then  outstanding. 

Bonds  Convertible  into  Stock. 

Every  corporation  may  issue  bonds  which  shall  be 
convertible  at  the  option  of  the  holder  into  fully  paid 
common  stock  at  par. 

Consent  of  stockholders  to  the  placing  of  mortgages 
is  not  required  by  the  act,  though  it  is  customary  in  the 
absence  of  a  clause  in  the  articles  of  incorporation  cloth- 
ing the  directors  with  such  power,  to  obtain  the  sanction 
of  the  stockholders.  The  present  rule,  sustained  by  the 
New  Jersey  courts,  is  that  an  ultra  vires  contract,  one 
side  of  which  has  been  performed,  will  be  enforced. 

All  charters  are  subject  to  alteration,  suspension  or 
repeal  at  the  discretion  of  the  Legislature,  and  the 
same  body  may  at  its  pleasure  dissolve  any  corporation. 

No  name  already  in  use  by  a  corporation  shall  be 
assumed.  Similarity  in  names  liable  to  lead  to  uncer- 
tainty or  confusion  is  prohibited. 

Corporate  Existence  Perpetual. 

Corporate  existence,  if  not  hmited  in  the  articles  of 
incorporation  as  presented  by  the  incorporation,  is  per- 
petual. 

I.B.L.  Vol.  6—21 
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The  voting  of  stock  is  cumulative.  Where  the  entire 
stock  has  not  been  paid  in  and  the  indebtedness  of  the 
corporation  is  more  than  the  capital  in  hand,  each  stock- 
holder is  liable  for  a  pro  rata  proportion  of  such  amount 
as  shall  be  required  to  satisfy  such  indebtedness.  Stocks 
holders  have  a  right  to  vote  at  meetings  even  if  they 
have  not  paid  for  their  stock,  provided  their  names  are 
on  the  subscription  books.  Where  stock  is  held  by  a 
corporation  it  cannot  be  voted  directly  or  indirectly. 

Corporations  may  purchase  shares  of  their  own  capi- 
tal l^tock  provided  such  shares  are  required  for  legiti- 
mate corporate  purposes,  but  not  otherwise. 

Every  corporation  must  file  an  annual  report  with  the 
Secretary  of  State,  giving  a  complete  statement  of  the 
corporation's  affairs.  The  penalty  for  failure  to  com- 
ply with  this  provision  is  $200. 

Payment  for  Stock. 

Cash  only  will  be  accepted  in  payment  oi?  stock,  ex- 
cept in  instances  where  certain  property  is  necessary 
in  the  transaction  of  the  business.  In  such  instances 
stock  may  be  issued  in  payment  therefor.  In  the  ab- 
sence of  any  actual  fraud  in  the  transaction  the  judg- 
ment of  the  directors  as  to  the  value  of  such  property 
shall  be  conclusive.  Stock  thus  issued  shall  be  fully  paid, 
and  non-assessable,  and  the  holder  thereof  shall  not  be 
liable  for  any  further  payments. 

Any  corporation  may  purchase,  hold,  sell,  assign, 
transfer,  mortgage,  pledge  or  otherwise  dispose  of  the 
shares  of  the  capital  stock  of,  or  any  bonds,  securities 
or  evidences  of  indebtedness  created  by  any  other  cor- 
poration or  corporations  of  this  or  any  other  State,  and 


DIGEST   OF   STATE   LAWS.  323 

while  owner  of  such  stock  may  exercise  all  the  rights, 
powers  and  privileges  of  ownership,  including  the  right 
to  vote  thereon.  It  may  also  lease  its  property  to  any 
other  corporation. 

Certain  Corporations  May  Consolidate. 

Any  two  or  more  corporations  organized  or  to  be 
organized  under  any  law  or  laws  of  this  State  for  the 
purpose  of  carrying  on  any  kind  of  business  of  the 
same  or  a  similar  nature  may  merge  or  consolidate 
into  a  single  corporation,  but  the  provisions  of  this 
act  relative  to  merger  and  consoHdation  shall  not  apply 
to  any  railroad  company,  insurance  company  (except 
companies  for  the  insurance  or  guaranty  of  the  title 
to  lands),  banking  companies,  savings  bank,  etc. 

Corporate  Property  Taxable. 

All  real  and  personal  property  of  every  corporation 
shall  be  taxed  the  same  as  the  real  and  personal  property 
of  an  individual;  provided,  that  this  action  shall  not 
apply  to  railway,  turnpike,  insurance,  canal  or  banking 
corporations,  or  to  savings  banks,  or  to  cemeteries, 
church  property,  or  purely  charitable  or  educational 
associations. 

The  fees  for  fihng  papers  are:  Certificate  of  incor- 
poration, 20  cents  for  each  $1,000  of  authorized  capital, 
but  in  no  case  less  than  $25;  graduated  fees  from  $5 
up  for  various  other  services. 

Under  penalty  of  a  fine  of  from  $25  to  $100  cor- 
porations are  required  to  pay  their  employees  in  law- 
ful money  at  least  once  every  two  weeks. 
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NEW  YORK. 

This  State  has  numerous  incorporation  laws,  each  cov- 
ering a  specific  field.  There  are,  for  instance,  eight  spe- 
cial acts  each  applying  to  some  particular  line  such  as 
banking,  insurance,  transportation,  etc.  The  law  cover- 
ing ordinary  business  corporations  is  as  follows : 

§  2.  Incorporation. — Except  as  provided  in  section 
2-a  (2-a  prohibits  incorporation  under  this  law  for  the 
purpose  of  practicing  law  or  employing  counsel  to  fur- 
nish legal  services  to  others.)  of  this  chapter,  three  or 
more  persons  may  become  a  stock  corporation  for  any 
lawful  business  purpose  or  purposes  other  than  a 
moneyed  corporation,  or  a  corporation  provided  for  by 
the  banking,  the  insurance,  the  railroad  and  the  trans- 
portation corporation  laws,  or  an  educational  institu- 
tion or  corporation  which  may  be  incorporated  as  pro- 
vided in  the  university  law,  by  making,  signing,  acknowl- 
edging and  filing  a  certificate  which  shall  contain : 

1 — The  name  of  the  proposed  corporation. 

2 — The  purpose  or  purposes  for  which  it  is  to  be 
formed. 

3 — The  amount  of  the  capital  stock,  and  if  any  por- 
tion be  preferred  stock,  the  preferences  thereof. 

4 — The  number  of  shares  of  which  the  capital  stock 
shall  consist,  each  of  which  shall  not  be  less  than  five  nor 
more  than  $100,  and  the  amount  of  capital  not  less  than 
$500,  with  which  said  corporation  will  begin  business. 
( State  a  definite  amount. ) 

5 — The  city,  village  or  town  in  which  its  principal 
business  office  is  to  be  located.  If  it  is  to  be  located  in 
the  city  of  New  York,  the  borough  therein  in  which  it 
is  to  be  located. 
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6 — Its  duration. 

do'  7— The  number  of  its  directors,  not  less  than  three. 

aii  §; — The  names  and  postoffice  addresses  of  the  directors 

ifor  the  first  year. 

!ii;.{|&-;^!rhe  names  and  postoffice  addresses  of  the  sub- 
scribers to  the  certificate  and  a  statement  of  the  number 
of  shares  of  stock  which  each  agrees  to  take  in  the  cor- 
poratioU;9'>iv  lo  iivAn-e/rni  fjxiJ  yif  borlrray  1^ 

■•'  if  meel-ings  of  tW  board  of  difect'ors  are  to  be  held 
"billy  within  the  State  the  certificate  or  by-laws  must  so 
p^vMe J  ■■  The  certificate  may  contain  any  other  provi- 
'isidri  for  the  Regulation  of  the  business  and  conduct  of 
the  affairs  of  the  corporation  and  any  limitation  upon  its 
powers,  and  upon  the  powers  of  its  directors  and  stock- 
holders which  does  not  exempt  them  from  any  obliga- 
^^i6h  c^  f]k)m  tfee  performance  of  aiiy  duty  imposed  by 
law.  .       ! 

No  business  cpjf ppration.  sjiall  be  organized  with  the 
word  trust,  bank,  banking,  insurance,  assurance,  indem- 
■  iiity,' '  'gharahtee,  guaranty,  title,  Savings,  investment, 
loan,  benefit,  universitj^  or  college  as  part  of  its  name. 
"'(Sec.  6,  Gen'l  Corp.  Law  &  Sec.  1104  Education  Law.) 
'*^  The  fees  payable  i?i  a<^t;awc^  at  the  Secretary  of 
'State's  office 'afe'i^  ^^^  ?iii'.)ni?.iK]  oh  oJ  ;tf  oxi'ioiBuj-j  oi  v/bI 

^"'Mirig  ceiiificate'df'iricbrpbi^ation,  $lb:  -^^^^^^^  ^^^^ 
""^IHecording,  15  cents  per  folio  of  100  word^I^  ^'  '^-"'^ 
'^^'^ Certified  eopy,-  if  desired,  15-  'cehts  !a  f olid  and  $1  ad- 

^aifetiai'fotiheseai:  •;   '^    .'<-;.■,  ^ 

in  '0rg^arifzation  tax,  pa^'^ffle^JiV^  to  State'  Treasurer, 
'mdiivance[  h  one-twentieth  of  1  per  cent,  on  the  amount 
'Wf' the  Capital  stock.  In  no  case,  however,  shall  such 
'bLx:  be  less  than  $1.00.  1 
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Payment  for  Stock. 

Sec.  5 — One-half  of  the  capital  stock  of  every  such 
corporation  shall  be  paid  in  within  one  year  from  its 
incorporation,  or  the  corporation  shall  be  dissolved,  and 
the  directors  within  thirty  days  after  such  payment  shall 
make  a  certificate  of  the  fact  of  such  pajTnent,  which 
shall  be  signed  and  acknowledged  by  a  majority  of  the 
directors,  and  verified  by  the  president  or  vice-president 
and  secretary  or  treasurer,  and  filed  in  the  offices  where 
the  certificates  of  incorporation  are  filed.  The  dissolu- 
tion of  any  such  corporation  for  any  cause  shall  not  take 
away  or  impair  any  remedy  against  it,  its  stockholders 
or  officers,  for  any  liabihties  incurred  previous  to  its  dis- 
solution. 

The  fee  of  the  Secretary  of  State  for  recording  a 
certificate  of  payment  of  capital  stock  is  15  cents  a 
folio ;  there  being  no  fee  for  fifing. 

Foreign  Corporations. 

No  foreign  stock  corporation  other  than  a  moneyed 
corporation,  shall  do  business  in  this  State  without  hav- 
ing first  procured  from  the  Secretary  of  State  a  certifi- 
cate that  it  has  complied  with  all  the  requirements  of 
law  to  authorize  it  to  do  business  in  this  State,  and  that 
the  business  of  the  corporation  to  be  carried  on  in  this 
State  is  such  as  may  be  lawfully  carried  on  by  a  cor- 
poration incorporated  under  the  laws  of  this  State  for 
such  or  similar  business.  No  foreign  stock  corporation 
doing  business  in  tliis  State  shall  maintain  any  action  in 
this  State  upon  any  contract  made  by  it  in  this  State, 
unless  prior  to  the  making  of  such  contract  it  shall  have 
procured  such  certificate.     No  certificate  of  authority 
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shall  be  granted  to  any  foreign  corporation  having  the 
same  name  as  an  existing  domestic  corporation, 
or  a  name  so  nearly  resembling  it  as  to  be  cal- 
culated to  deceive,  nor  to  any  foreign  corpora- 
tion, other  than  a  moneyed  or  insurance  corpora- 
tion, with  the  word  "trust,"  "bank,"  "banking,"  "insur- 
ance," "assurance,"  "indemnity,"  "guarantee,"  "guaran- 
ty," "savings,"  "investment,"  "loan"  or  "benefit,"  as 
a  part  of  its  name. 

Any  foreign  corporation  doing  business  in  this  State 
and  created  under  the  laws  of  the  United  States,  or  of 
any  state  or  territory  thereof,  or  of  any  foreign  state 
or  nation  which  borders  the  United  States  of  America 
and  which  by  its  laws  confers  similar  privileges  on  cor- 
porations created  by  the  laws  of  the  State  of  New 
York,  may  acquire  and  hold  such  real  property  in  this 
State  as  may  be  necessary  for  its  corporate  purposes  in 
the  transaction  of  its  business  in  this  State,  and  convey 
the  same  by  deed  or  otherwise  in  the  same  manner  as  a 
domestic  corporation. 


NORTH  DAKOTA. 

The  general  incorporation  act  covers  all  lines  except 
railways,  wagon  roads,  bridge,  agricultural,  fair  and 
educational  corporations. 

Corporate  indebtedness  must  not  exceed  the  amount 
of  capital  actually  subscribed  for.  Directors  are  Hable 
to  creditors  for  the  amount  of  debts  in  excess  of  the 
subscribed  capital.  Also  for  declaration  of  illegal  divi- 
dends, for  illegal  bond  issues,  and  for  issuing  stock  at 
less  than  par. 
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Stock  may  be  issued  for  cash,  labor  or  property.  Any 
officer  who  consents  to  the  acceptance  of  such  labor  or 
property  at  more  than  its  true  value,  or  having  knowl- 
edge of  same,  does  not  make  formal  objection,  becomes 
liable  to  the  creditors  for  the  difference  between  the  real 
and  the  inflated  value  of  the  services  or  property  thus 
accepted. 

Corporations  are  proliibited  from  accepting  notes  in 
payment  of  stock  subscriptions. 

There  is  no  annual  hcense  fee.  No  annual  reports. 
The  fees  for  incorporation  are:  Organization,  $50,000 
or  less,  $50,  and  $5  more  for  each  additional  $10,000. 
Fihng — General,  $5 ;  for  issuing  certificate,  $3 ;  for  certi- 
fied copy  of  articles  of  incorporation,  $1. 


OHIO. 

Corporations  may  be  organized  for  any  purpose  for 
which  individuals  may  lawfully  associate  themselves,  ex- 
cepting for  carrying  on  professional  business.  The 
name  must  begin  with  the  word  "the"  and  end  with  the 
word  "company."  Similarity  of  names  as  between 
domestic  corporations  is  forbidden.  Capitahzation  and 
par  value  may  be  any  amount.  Duration  may  be  per- 
petual except  for  corporations  engaged  in  buying  and 
selling  real  estate,  which  are  limited  to  twenty-five 
years.  Corporate  indebtedness  must  not  exceed  the 
amount  of  authorized  capital  stock. 

Corporations  having  an  authorized  capital  stock  of 
$10,000  or  under  are  taxed  $10;  corporations  with  more 
than  $10,000,  one-tenth  of  one  per  cent  on  such  capital 
stock.     Filing  and  recording  fees  in  State  Secretary's 
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office  for  certificate,  $5.  Certificate  of  subscription, 
$2.  For  making  certificate  under  the  great  seal  of  the 
state,  $1.  For  recording  miscellaneous  papers,  20  cents 
per  foho.  For  affixing  seal  of  office  to  copies,  50  cents. 
Stockholders  in  Ohio  corporations  are  Hable  to  the 
extent  of  their  unpaid  stock  subscriptions. 


OKLAHOMA. 

Parties  may  incorporate  under  the  general  act  for  the 
following  purposes :  Mining,  manufacturing,  and  other 
industrial  purposes;  the  construction  of  railroads, 
wagon  roads,  street  railways,  electric  hght,  power  and 
gas  plants,  water  works,  irrigating  ditches,  eleemos- 
ynary purposes,  for  conducting  the  business  of  insur- 
ance, banks  of  discount  and  deposit  (but  not  of  issue), 
building  and  investment  companies,  loan,  trust,  and 
guarantee  corporations ;  merchandising,  wholesale  or  re- 
tail or  both ;  for  the  purpose  of  locating,  laying  out  and 
improving  town  sites,  and  buying  and  selling  real  estate 
therefor,  including  the  sale  and  conveyance  of  the  same 
in  lots,  sub-divisions,  or  otherwise;  for  the  purpose  of 
constructing  telegraph  and  telephone  fines  and  business 
exchanges,  and  for  the  purpose  and  maintenance  of 
commercial  clubs  and  business  exchanges,  and  for  the 
purpose  of  constructing  sewers  and  other  municipal 
improvements. 

The  Secretary  will  not  permit  two  domestic  corpora- 
tions of  the  same  name.  The  term  of  existence  of  cor- 
porations formed  for  manufacturing  and  other  indus- 
trial pursuits  is  limited  to  twenty  years.  Both  capital 
and  par  value  of  shares  may  be  any  amount.    Corporate 
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indebtedness  is  limited  to  the  amount  of  subscribed  capi- 
tal stock.    There  is  no  organization  tax. 

Fee  of  $5  to  the  Secretary  for  filing  articles;  $3  for 
issuing  certificate  of  incorporation;  for  affixing  certifi- 
cate to  copy  of  articles,  $1 ;  for  making  copy  of  articles, 
10  cents  per  folio. 

Stockholders  are  liable  for  debts  of  the  company  to 
the  extent  of  their  unpaid  stock  subscriptions.  Also 
for  debts  due  mechanics,  workmen,  and  laborers  em- 
ployed by  the  corporation. 


OREGON. 


The  incorporation  act  is  general.  There  are  no  resi- 
dence requirements.  Similarity  of  names  prohibited. 
Existence  may  be  perpetual  if  desired.  Corporations 
are  given  power  to  accept  donations  of  real  estate  and 
personal  property  from  individuals  or  municipalities,  to 
permit  of  the  consolidation  of  railways,  etc.  No  limit  on 
corporate  indebtedness. 

One-half  the  capital  stock  must  be  subscribed  for  be- 
fore beginning  business.  Stock  may  be  paid  for  in 
money,  services  or  property.  Stockholders'  Habihty  lim- 
ited to  unpaid  subscriptions. 

Annual  franchise  tax  is  $10  for  the  first  $5,000,  with 
a  graduated  scale  running  up  to  $175  for  $2,000,000. 
Above  $2,000,000  the  tax  is  $200.  The  organization 
tax  ranges  from  $10  on  the  first  $5,000  up  to  $90  for 
$2,000,000,  and  $100  for  all  sums  in  excess  of  $2,000,- 
000.    Fihng  and  recording  fee,  $1.25. 
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PENNSYLVANIA. 

Special  acts  are  provided  for  banking,  canal,  coal, 
navigation,  railway,  pipe  line,  street  railway,  motive 
power,  natural  gas,  domestic  insurance,  and  co-opera- 
tive companies.  Similarity  of  names  is  forbidden  in  all 
instances.  Term  of  existence  may  be  perpetual  if  de- 
sired. 

Capital  stock  may  be  any  amount.  Par  value  of 
shares  must  not  exceed  $100.  Loans  to  an  amount  not 
exceeding  one-half  the  capital  stock  may  be  made  on 
real  estate  and  macliinery,  or  on  real  estate  alone. 

A  bonus  of  one-third  of  one  per  cent  upon  the  author- 
ized capital  stock  must  be  paid  as  organization  tax. 
Filing  fees  in  the  office  of  the  Secretary  of  State  are 
usually  $30;  recording  fees  in  local  county  office,  25 
cents  per  folio;  fee  upon  organization  for  filing  state- 
ment, $5;  cost  of  publishing  notice  of  application  for 
letters  patent,  usually  about  $9. 

Stockholders  are  liable  to  the  extent  of  their  unpaid 
stock  subscriptions.  They  are  also  liable  for  labor  debts 
to  the  amount  of  stock  held  by  them. 


RHODE  ISLAND. 

All  corporations  except  those  formed  to  do  business 
as  railways,  canal,  turnpike,  insurance,  banking,  trust 
or  financial  companies,  may  obtain  charters  under  the 
general  Business  Corporation  Act.  The  excepted  lines 
are  specially  provided  for.  The  organization  tax  is 
$100  on  all  amounts  under  $100,000.  On  $100,000  or 
more  the  tax  is  one-tenth  of  one  per  cent  on  the  au- 
thorized capital  stock.     The  fee  for  certificate  is  $1. 
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There  is  no  annual  license  fee.  No  anti-trust  clause. 
No  annual  reports  are  required. 

The  usual  provisions  as  to  liabihty  of  directors  and 
stockholders  prevail. 

SOUTH  CAROLINA.  onBlani 

Any  lawful  business  may  be  incorporated.  There 
are  no  exceptions.  There  is  no  limitation  on  the  amount 
of  corporate  indebtedness.  •iia 

The  organization  tax  is  one  mill  on  the  dollar  for 
amounts  of  $100,000  or  under;  from  $100,000  to  $1,- 
000,000,  one-half  mill  in  addition  to  $100  on  the  first 
$100,000;  over  $1,000,000,  one-quarter  mill  in  addition 
to  $550  on  the  first  $1,000,000.  Filing  fees-^Recor<Mng 
petition,  $3;  recording  return,  $3;  recording  in  county 
office,  $2.  There  is  an  annual  Hcense  fee  of  one-half 
mill  on  the  paid  in  capital,  but  in  no  case  is  the  amount 
to  be  less  than  $5. 

!  :, There  is'  no  provision  for  the  issuance  of  preferred 
stock.  Stock  can  be  issued  only  for  cash,  labor  or 
property.  Unless  otherwise  provided  for  in  charter 
no  stock  can  be  issued  until  fully  paid  for.  Stock- 
holders are  liable  p^^ly  fqj;  the  amount  of  unpaid  sub- 
scriptions. 

R?  ^The'r^e  h  no  hmitation  oh  the  amount  of  corporate 
indebtedness,  anid  no  ahti-trust  clause.  Charters  are 
issued  for  a  period  of  sixty  years,  or  less  as  may  be 
proVMedlf^r  in  application.  ^>i^>q^^^^^  e^aiil.u;^  imjaog 

H)  000,001$  iiO    SOUTH  DAKOTA. 

Corporation's  may  be  formed  for  any  lawful  purpose. 
Special  acts  are,  however,  provided  for  incorporation  of 
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railway,  street  railway,  wagon  road,  irrigation,  insur- 
ance, loan,  trust,  mortgage,  and  for  banks  of  discount. 

The  Secretary  of  State  will  not  permit  the  use  of 
another  name  already  in  use  by  a  domestic  corporation. 
Duration  not  to  exceed  twenty  years.  There  is  no  hmit 
as  to  the  amount  of  capital  stock.  Debts  cannot  be  con- 
tracted beyond  the  amount  of  stock  subscribed. 

Where  authorized  capital  stock  is  $25,000  or  less,  the 
organization  tax  is  $10;  where  it  does  not  exceed  $100,- 
000,  $15;  where  it  does  not  exceed  $500,000,  $20;  where 
it  does  not  exceed  $1,000,000,  $25;  over  $1,000,000,  $40. 

Where  copy  of  charter  is  prepared,  the  charge  for 
certified  copy  of  the  articles  of  incorporation  is  $1. 

Stockholders  are  liable  to  the  amount  of  their  unpaid 
stock  subscriptions ;  also  for  labor  claims. 


TENNESSEE. 

The  law  specifically  prescribes  for  what  purposes 
companies  may  be  incorporated  and  sets  forth  the  form 
of  charter  for  each.  Name  of  corporation  shall  be  differ- 
ent from  that  of  any  existing  corporation. 

Capital  stock  is  unlimited  except  in  the  case  of  brew- 
ery companies,  which  must  be  capitalized  for  not  less 
than  $5,000  and  not  more  than  $500,000. 

Duration  may  be  unHmited,  if  desired.  Corporations 
are  limited  in  the  creation  of  debts  to  the  amount  of  the 
authorized  capital  stock. 

For  business  corporations  a  tax  of  one-tenth  of  one 
per  cent  is  exacted.  There  is  also  a  registration  tax  of 
$10;  $10  to  Secretary  of  State  for  fifing  articles  of 
incorporation;  to  register  of  deeds,  $3;  for  certified 
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copy  of  articles  of  incorporation,  fee  averages  $5 ;  to  fees 
for  certificate  of  incorporation,  $3. 

Stockholders  are  liable  for  the  amount  of  their  unpaid 
stock  subscriptions.  They  are  also  hable  for  moneys 
due  or  owing  to  laborers,  servants,  clerks,  or  operators 
of  the  company  in  case  the  corporation  becomes  insol- 
vent. 


TEXAS. 


Incorporation  may  be  had,  under  the  general  act, 
for  any  lawful  purpose,  except  railways,  insurance  and 
banking.  These  are  to  be  formed  under  special  acts. 
There  is  a  strong  anti-trust  and  anti-combination  pro- 
vision. The  life  of  a  corporation  is  limited  to  fifty 
years,  but  it  may  be  less  if  so  named  in  the  charter. 

Directors  are  jointly  and  severally  liable  for  all  il- 
legal dividends.  Liability  of  stockholders  limited  to 
unpaid  subscription  on  stock.  Shares  must  be  paid  for 
in  cash,  labor  or  property  at  actual  value. 

Corporations  are  prohibited  from  holding  land  other 
than  that  actually  required  for  business  purposes.  Use 
of  stock  for  any  purpose  other  than  that  declared  in 
the  articles  of  incorporation  is  prohibited.  Corpora- 
tions are  required  to  dismiss  from  their  service  any 
officer,  director  or  agent  violating  this,  or  any  similar 
provision. 

Fees  for  incorporation  of  general  corporations  are: 
Filing  charter,  $50,  with  an  additional  $10  for  each 
$10,000  of  capital  over  $10,000;  for  commission  for  each 
(Mcer,  $1;  for  each  official  certificate,  $1,  etc.     There 
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is  an  annual  franchise  tax  of  50  cents  on  each  $1,000 
of  capital  stock. 

Before  beginning  business  50  per  cent  of  the  capital 
stock  must  be  subscribed  for  and  10  per  cent  of  the 
authorized  capital  actually  paid  in. 


VERMONT. 

PubHc  utility,  banking,  trust,  loan  and  real  estate 
companies  are  incorporated  under  special  acts.  All 
others  may  obtain  charters  under  the  general  act.  There 
are  no  residential  requirements.  Similarity  of  names 
prohibited.    Charters  may  be  perpetual. 

One-fourth  of  capital  must  be  paid  in  before  corpora- 
tion can  contract  debts.  Indebtedness  limited  to  two- 
thirds  of  amount  actually  paid  in.  Stockholders  are 
hable  for  amount  of  unpaid  subscriptions.  Stock  can 
be  issued  only  for  money  or  money's  worth.  No  anti- 
trust clause. 

Annual  franchise  tax  is  $10  up  to  $50,000,  and  $5 
for  any  part  thereof  in  excess  of  $50,000 ;  maximum  tax, 
$50.  Organization  tax:  $5,000  or  less,  $10;  with  a 
graduated  scale  up  to  $300  for  $1,000,000.  Filing  and 
recording  fees,  $3. 


VIRGINIA. 

Any  lawful  business  may  be  incorporated. 

There  is  no  individual  or  personal  liability  on  any 
subscriber,  except  his  obligation  to  comply  with  the 
terms  of  his  contract  of  subscription. 

No  books  are  required  to  be  kept  in  the  State  ot 
Virginia. 
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A  director  need  not  be  a  stockholder.  No  director 
is  required  to  be  a  resident  of  Virginia. 

No  meetings  of  directors  are  required  to  be  held  in 
Virginia. 

The  authorized  capital  stock  is  not  Hmited. 

The  duration  of  the  corporation  may  be  perpetual 
or  limited. 

There  are  no  restrictions  on  the  powers  of  a  general 
business  corporation. 

It  may  have  two  or  more  kinds  of  stock,  and  may 
subscribe  to,  purchase  and  otherwise  acquire  and  guar- 
antee the  stocks  and  bonds  of  other  companies,  if  so 
authorized  by  the  charter ;  and  merger  and  consolidation 
with  other  companies  is  permitted. 

The  fees  are :  Charters,  $50,000  or  less,  $10 ;  on  each 
additional  $1,000,  20  cents;  $1,000,000  or  over,  $600. 

Annual  registration  fees — Between  $15,000  and  $50- 
000,  the  fee  is  $10;  between  $50,000  and  $100,000,  $15; 
between  $100,000  and  $300,000,  $20;  over  $300,000, 

$25. 

Annual  franchise  tax — In  lieu  of  taxing  the  shares  as 
personal  property  the  State  of  Virginia  collects  a  fran- 
chise tax  annually  on  the  authorized  capital,  as  follows : 
$25,000  or  under,  $10;  from  $25,000  to  $50,000,  $20; 
not  to  exceed  $100,000,  $40;  between  $100,000  and 
$300,000,  $60;  between  $300,000  and  $500,000,  $100; 
between  $500,000  and  $1,000,000,  $200;  for  each  $100,- 
000  in  excess  of  $1,000,000,  $10. 
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WASHINGTON. 

One  general  act  governs  all  incorporations.  There 
are  no  residential  requirements.  Similarity  of  names 
prohibited.  No  limit  on  amount  of  capital  or  par  value 
of  shares.  Existence  of  charter,  50  years.  No  limitation 
on  corporate  indebtedness.  Stockholders'  liability  lim- 
ited to  unpaid  subscriptions.  Stock  must  be  paid  for  in 
money  or  money's  worth,  except  in  case  of  mining  com- 
panies, where  the  capital  represents  the  value  of  the 
claim ;  in  such  case  no  material  subscription  to  the  stock 
is  necessary. 

There  is  no  anti-trust  clause.  No  organization  tax. 
Annual  franchise  tax,  $10.  Filing  and  recording  fees, 
$15,  with  15  cents  per  folio  for  recording  and  10  cents 
per  folio  for  fihng.    Certified  copies,  $5. 


WEST  VIRGINIA. 

Incorporation  may  be  had  in  West  Virginia  for  all 
legitimate  purposes  under  the  one  general  act.  The  only 
exceptions  are  in  the  case  of  real  estate  com^panies  and 
of  churches  and  religious  societies.  Incorporation  of 
the  latter  is  forbidden  by  the  State  Constitution. 

Sec.  22  of  Chapter  1,  of  the  Corporation  Laws,  pro- 
hibits the  incorporation  of  companies  formed  for  the 
sole  purpose  of  dealing  in  real  estate  for  a  profit. 

The  principal  features  of  the  West  Virginia  law  are : 

All  corporations  must,  in  addition  to  the  regular 
property  tax  as  paid  by  individuals,  pay  an  annual  li- 
cense tax.  Every  corporation  holding  more  than  10,- 
000  acres  of  land  must  pay  5  cents  an  acre  for  every 
acre  in  excess  of  10,000.  The  license  tax  on  the  capital 
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stock  is:  On  $5,000  or  less,  $10;  between  $5,000  and 
$10,000,  $15;  from  $10,000  to  $25,000,  $20;  from  $25,- 
000  to  $50,000,  $25. 

On  all  amounts  over  $50,000  there  is  an  increase  of  $5 
for  each  $25,000. 

In  the  case  of  foreign  corporations  the  auditor  of 
the  state  assesses  the  license  tax  according  to  the  amount 
of  the  capital  employed  in  the  State,  but  in  no  case  is 
this  tax  less  than  $100. 

For  each  certificate  of  incorporation,  $10;  for  certifi- 
cates of  change  of  name  or  location,  etc.,  $5;  for  re- 
cording power  of  attorney,  $? ;  Tor  endorsing  and  fihng 
reports,  $1. 

Corporations  for  educational,  agricultural,  benevolent 
and  gymnastic  purposes,  railways  and  works  of  internal 
improvements,  are  giveii  perpetual  charters.  In  all 
other  instances  the  term  is  50  years,  with  privilege  of 
renewal. 

Ten  per  cent  of  the  par  value  of  the  stock  must  be 
paid  at  time  of  subscription;  the  balance  at  the  discre- 
tion of  the  directors.  In  most  other  respects  the  condi- 
tions are  the  same  as  those  generally  prevaihng  in  other 
States. 

There  is  no  anti-trust  provision. 


WISCONSIN. 
Three  or  more  adult  persons  may  incorporate  for  any 
lawful  purpose  except  tire,  life  or  accidental  insurance, 
banking,  building  or  operating  railways,  or  plank  or 
turn-pike  road  operation.    The  conditions  are: 
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Declaration  of  purpose,  name  of  corporation,  which 
must  be  distinct  and  different  from  that  of  any  other  in- 
corporated corporation  within  the  State,  location  of 
headquarters,  amount  of  capital,  and  number  and  par 
value  of  shares,  names  and  duties  of  the  various  officers. 

Fees  are  as  follows: 

Filing  $25  for  corporations  with  capital  of  $25,000  or 
less,  and  one  dollar  for  each  additional  $1,000. 

Filing  articles  for  corporations  engaged  in  the  manu- 
facture of  beet  sugar,  butter,  cheese,  and  other  specially 
provided  for  products,  $100. 

Making  of  Annual  Reports. 

Every  corporation  for  profit  organized  under  the  pro- 
visions of  this  chapter,  shall  annually,  *  *  *  between  the 
first  day  of  January  and  the  first  day  of  March,  file  with 
the  Secretary  of  State,  a  report  sworn  to  by  the  presi- 
dent, secretary,  treasurer  or  general  manager,  or  if 
the  corporation  is  in  the  hands  of  assignee  or  receiver, 
by  such  assignee  or  receiver,  as  of  the  first  day  of  Janu- 
ary preceding,  which  shall  state: 

The  general  condition  of  the  corporation. 

In  case  such  corporation  fails  to  file  its  report,  as 
above  set  forth,  it  shall  be  allowed  to  file  such  report 
prior  to  June  first  on  payment  to  the  Secretary  of 
State  a  forfeit  of  $10.  In  case  said  report  is  not  filed 
June  first,  the  Secretary  of  State  shall  cause  to  be  pub- 
fished  once  a  week  for  three  successive  weeks  a  notice  of 
such  failure,  in  a  newspaper  pubhshed  at  or  near  the 
location  of  said  corporation.  Such  corporation  shall  be 
allowed  to  file  its  said  annual  report  prior  to  January 
first  on  pajonent  of  the  forfeit,  as  above  set  forth,  and 
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on  payment  of  the  costs  of  publication.  In  case  said 
report  is  not  filed  by  said  January  first,  the  corporate 
rights  and  privileges  granted  to  such  corporation  shall 
be  forfeited  and  the  Secretary  of  State  shall  enter  such 
forfeiture  on  the  records  of  his  department. 

Stock!  in  Other  Corporations. 

No  such  corporation  shall  hold  stock  in  any  other  cor- 
poration except  upon  and  with  the  assent  of  the  holders 
of  three-fourths  of  the  capital  stock  of  both  the  corpora- 
tion proposing  to  take  such  stock  and  the  corporation 
in  which  it  is  proposed  to  be  taken. 

In  all  cases  in  which  one  corporation  shall  hold  stock 
in  another,  such  stock  shall,  at  all  meetings  of  the  stock- 
holders of  the  latter  corporation  be  voted  by  the  presi- 
dent of  the  former,  unless  its  board  of  directors,  by 
resolution  adopted  at  any  regular  or  special  meeting 
of  such  board,  designate  some  other  person  for 
that  purpose ;  and  any  one  or  more  officers  of  the  former 
corporation  may  be  chosen,  qualify  and  act  as  directors 
and  officers  of  the  latter  corporation,  as  in  the  case  of 
other  stockholders. 

Trusts  and  Combinations. 

Any  corporation  organized  under  the  laws  of  this 
State  which  shall  enter  into  any  combination,  con- 
spiracy, trust,  pool,  agreement  or  contract  intended  to  re- 
strain or  prevent  competition  in  the  supply  or  price  of  any 
article  or  commodity  in  general  use  in  this  State,  or  con- 
stituting a  subject  of  trade  or  commerce  therein,  or 
which  shall  in  any  manner  control  the  price  of  any  such 
article  or  commodity,  fix  the  price  thereof,  limit  or  fix 
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the  amount  or  quantitj^  thereof  to  be  manufactured, 
mined,  produced  or  sold  in  this  State,  or  fix  any  stand- 
ard or  figure  by  which  its  price  to  the  public  shall  be 
in  any  manner  controlled  or  established,  shall,  upon 
proof  thereof,  in  any  court  of  competent  jurisdiction, 
have  its  charter  or  authority  to  do  business  in  this  State 
cancelled  and  annulled.  Every  *  *  *  corporation 
shall  upon  filing  its  annual  *  *  *  report  with  the 
Secretary  of  State,  make  and  attach  thereto  the  affi- 
davit of  its  president,  secretary  or  general  managing 
officer,  fully  stating  the  facts  in  regard  to  the  matters 
specified  in  tliis  section. 

Rights  of  Employees. 

No  person,  corporation,  agent  or  officer  on  behalf  of 
any  person  or  corporation,  shall  coerce  or  compel  any 
person  or  persons  into  an  agreement,  either  written  or 
verbal,  not  to  join  or  become  a  member  of  any  labor  or- 
ganization, as  a  condition  of  such  person  or  persons  se- 
curing employment  or  continuing  in  the  employment  of 
any  such  person  or  corporation,  and  no  person  or  cor- 
poration shall  discharge  an  employee  because  he  is  a 
member  of  any  labor  organization. 

Any  person  or  corporation  violating  any  of  the  pro- 
visions of  this  act  shall  be  fined  not  less  than  $200,  nor 
more  than  $1,000,  or  be  punished  by  imprisonment  in 
the  county  jail  not  to  exceed  nine  months,  or  both. 

Consideration  for  Stock. 

No  corporation  shall  issue  any  stock  or  certificate  of 
stock  except  in  consideration  of  money  or  of  labor  or 
property  estimated  at  its  true  money  value,  actually  re- 
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ceived  by  it,  equal  to  the  par  value  thereof,  nor  any 
bonds  or  other  evidence  of  indebtedness  except  for 
money  or  for  labor  or  property  estimated  at  its  true 
money  value,  actually  received  by  it,  equal  to  seventy- 
five  per  cent,  of  the  par  value  thereof,  and  all  stocks 
and  bonds  issued  contrary  to  the  provisions  of  law  and 
all  fictitious  increase  of  the  capital  stock  of  any  corpora- 
tion shall  be  void. 

Unless  otherwise  expressly  provided  by  law  or  the 
articles  of  organization  the  directors  of  any  corporation 
may  call  in  the  subscriptions  to  the  capital  stock  by 
instalments,  in  such  proportion  and  at  such  times  as 
they  shall  think  proper,  by  giving  such  notice  thereof 
as  the  by-laws  shall  prescribe,  and  may  enforce  pay- 
ment thereof  by  suit  in  the  name  of  the  corporation; 
or  in  case  any  stockholder  shall  neglect  or  refuse  pay- 
ment of  any  such  instalment  for  the  space  of  sixty  days 
after  the  same  shall  have  become  due  and  payable  and 
after  he  shall  have  been  notified  thereof  the  stock  of 
such  negligent  stockholder  may  be  sold  by  the  directors 
at  public  auction,  giving  at  least  thirty  days'  notice 
in  some  newspaper  published  at  or  nearest  to  the  place 
where  the  business  of  such  corporation  is  transacted. 

Liability  of  Stockholders. 

Whenever  the  capital  stock  of  any  corporation  shall 
be  diminished  by  any  corporate  vote  the  stockholders 
thereof  shall  be  liable  for  the  payment  of  all  debts  then 
remaining  unpaid,  in  an  action  by  any  such  creditor  or 
lawfully  appointed  receiver  or  assignee  of  such  cor- 
poration, to  an  amount  equal  to  the  sum  respectfully 
refunded  to  them  or  credited  upon  their  debts  for  unpaid 
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stock,  or  both.  And  also  the  stockholders  voting  for 
such  diminution  shall  be  jointly  and  severally  liable 
to  any  creditor  whose  debt  shall  then  remain  unpaid  to 
an  amount  equal  to  the  whole  amount  refunded  to  the 
stockholders  or  credited  upon  their  debts  for  unpaid 
stock,  or  both;  but  all  stockholders  shall  be  liable  for 
contribution  to  every  stockholder  compelled  to  discharge 
corporate  debts  under  this  section  proportionately  to  the 
amount  so  refunded  or  credited  to  them  respectively. 

The  books  of  every  corporation  containing  the  stock 
subscriptions  and  accounts  shall  at  all  reasonable  times 
be  open  to  the  inspectioi  of  the  stockholders ;  and  every 
creditor  of  a  corporation  shall  be  informed  at  any  time 
of  the  amount  of  capital  stock  of  such  corporation  sub- 
scribed, the  amount  paid  in,  who  the  stockholders  are, 
etc. 

No  dividend  shall  be  paid  to  any  stockholder  of  any 
corporation  until  the  capital  stock  has  been  fully  paid 
in,  and  no  dividend  shall  thereafter  be  declared  or  paid 
by  the  directors  of  any  corporation  except  out  of  net 
profits  properly  applicable  thereto  and  which  shall  not 
in  any  way  impair  or  diminish  the  capital. 

The  stockholders  of  every  corporation,  other  than 
railroad  corporations,  shall  be  personally  liable  to  an 
amount  equal  to  the  stock  owned  by  them  respectively 
in  such  corporation  for  all  debts  which  may  be  due  and 
owing  to  its  clerks,  seivants  and  laborers  for  services 
performed  for  such  corporation,  but  not  exceeding  six 
months'  sei-vice  in  any  one  case. 


"So  long  as  the  active  opponents  of  trusts  continue 
to  treat  all  corporations  as  equally  bad  and  all  combina- 
tions of  capital  as  equally  pernicious,  just  that  long 
they  will  continue  to  reinforce  the  monopolists  with 
alhes  who  have  no  sympathy  for,  but  are  compelled  to 
make  coromon  cause  with  them,  in  order  to  protect 
themselves  in  the  war  they  are  being  foolishly  and  un- 
justly required  to  defend." — Hon,  William  Lindsay, 
United  States  Senator  from  Kentucky. 


CHAPTER  XXI. 

CANADA'S  INCORPORATION  LAW. 

One  general  act  governs  the  incorporation  of  com- 
panies for  all  legitimate  purposes.  This  act  applies  to 
all  the  Provinces  within  the  Dominion.  Each  Province, 
however,  retains  its  own  incorporation  act  as  it  did  be- 
fore confederation,  and  this  has  led  to  considerable  con- 
flict. The  Dominion  authorities  insist  that  the  various 
Provincial  acts  are  purely  local,  and  that  there  can  b^ 
no  inter-Provincial  jurisdiction  except  through  tlie 
Dominion  act  This  is  the  view  now  generally  adopted 
by  the  courts.  The  principal  features  of  the  Dominion 
act  are  as  follows : 

Requirements  of  Incorporation. 

There  is  no  hmit  as  to  amount  of  capital  stock,  nor 
on  the  par  value  of  shares.  Duplication  of  names,  or 
similarity  hable  to  lead  to  confusion  is  prohibited.  In 
case  of  any  doubt  in  this  connection  the  Secretary  of 
State  is  empowered  to  select  a  name  himself.  All  char- 
ters are  perpetual. 

All  the  applicants  for  a  charter  must  be  21  years  of 
age  or  over.    Their  application  must  set  forth : 

Corporate  name,  purposes,  location  of  main  office  in 
Canada,  amount  of  capital  stock,  number  of  shares  and 
par  value  of  same;  name,  address  and  business  of  each 
incorporator,  names  of  at  least  three  and  not  more  than 
fifteen  provisional  directors  chosen  from  the  stockhold- 
ers; amount  of  subscriptions  and  amount  paid  in  by 
345 
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each  subscriber ;  how  paid,  and  how  held.  Ten  per  cent 
of  the  authorized  capital  stock  must  be  paid  in  property 
or  money  before  a  charter  will  be  granted  or  the  cor- 
poration can  legitimately  transact  business. 

Fees  Payable  in  Advance. 

All  fees  must  be  paid  in  advance  by  mailing  money 
order  or  certified  check  with  the  appHcation.  The  fees 
are: 

When  the  authorized  capital  is  $50,000  or  less— $100. 

When  the  authorized  capital  is  more  than  $50,000  and 
not  more  than  $200,000— $100  and  $1  for  every  $1,000 
or  fractional  part  thereof  in  excess  of  $50,000. 

When  the  authorized  capital  is  more  than  $200,000 
and  not  more  than  $500,000 — $250  and  50  cents  for 
every  $1,000  or  fractional  part  thereof  in  excess  of 
$200,000. 

When  the  authorized  capital  is  more  than  $500,000 — 
$400,  and  20  cents  for  every  $1,000  or  fractional  part 
thereof  in  excess  of  $500,000. 

How  to  Make  Application. 

Write  to  the  Dominion  Secretary  of  State  (now  the 
Hon.  Louis  Coderre)  at  Ottawa,  who  will  forward 
the  necessary  blanks.  The  manner  of  filling  or  sup- 
plying the  required  information  on  these  is  made  plain 
by  the  manner  in  which  the  blanks  are  prepared  and 
worded. 

These  papers  must  be  signed  by  at  least  five  of  the 
people  interested  as  incorporators,  and  accompanied  by 
the  proper  fee,  returned  to  the  Secretary's  office  at 
Ottawa. 

When  the  Secretary  of  State  issues  the  charter  patent 
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he  will  print  a  notice,  embodying  the  essential  facts,  in 
the  Canada  Gazette  twice.  This  will  be  done  at  the  ex- 
pense of  the  Dominion.  When  this  notice  appears  the 
corporation,  at  its  own  expense,  must  have  it  inserted 
four  times  in  a  newspaper  in  the  city,  town  or  county 
in  which  the  main  office  of  the  company  is  located.  Fail- 
ure to  comply  with  this  provision  is  punishable  by  a  fine 
of  $20  for  every  day  of  such  failure. 

Further  Details  Required. 

Filing  of  the  application  must  be  accompanied  by  an 
agreement  in  duphcate  under  seal,  giving  the  name  of 
the  company,  amount  of  capital  stock,  nimiber  of  shares 
and  value  of  each  share,  each  signer  of  the  agreement 
covenanting  to  take  and  pay  for  the  amount  of  stock 
set  opposite  his  name. 

Upon  the  written  request  of  the  Dominion  Secretary 
of  State  a  return  must  be  made  to  him  of  the  amount  of 
the  capital  of  the  company,  number  of  shares  taken  from 
the  opening  of  the  subscription  list,  amount  of  payment 
calls  made,  amount  of  payments  made,  amount  of  calls 
unpaid,  number  of  shares  forfeited,  names,  addresses 
and  occupations  of  persons  who  have  ceased  to  be  mem- 
bers within  the  preceding  twelve  months,  and  number 
of  shares  held  by  each  such  person. 

Liability  of  Stockholders. 

Under  no  condition  is  a  stockholder  liable  for  more 
than  the  unpaid  amount  of  his  subscription,  and  this  La- 
bility does  not  attach  until  all  reasonable  effort  to  col- 
lect from  the  corporation  itself  has  been  exhausted. 

Directors  are  liable  for  the  declaration  of  dividends 
which  impair  the  capital,  and  also  for  wages,  not  exceed- 
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ing  six  months,  to  all  clerks,  labourers,  servants  and  ap- 
prentices employed  by  the  corporation,  provided  it  is 
impossible  to  collect  from  the  company  itself. 

Directors  are  also  jointly  and  severally  liable  for  the 
incurring  of  liabilities  by  the  company  before  10  per 
cent  of  the  authorized  capital  stock  has  been  paid  in. 

Must  Use  Word  "Limited." 

Every  corporation  must  use  the  word  "limited"  after 
its  corporate  name  as  a  notice  to  the  public  that  its  lia- 
bility is  limited  to  the  amount  of  its  authorized  capital 
stock. 

Use  of  the  words  "Imperial,"  "Royal,"  "Crown," 
"King's"  or  "Queen's"  in  connection  with  any  corpora- 
tion or  its  wares  in  a  manner  indicating  Government 
patronage,  will  not  be  allowed  unless  such  connection 
actually  exists,  or  it  can  be  shown  absolutely  that  there 
has  been  a  long  and  bona  fide  use  of  the  term,  and  that 
it  is  used  in  a  manner  which  does  not  convey  suggestion 
of  Government  support  or  patronage  where  none  exists. 

Ban  on  Fraudulent  Literature. 

The  Dominion  retains  control  of  all  corporate  printed 
matter  inviting  subscriptions  to  stock,  to  the  extent  of 
requiring  that  the  details  of  all  contracts  made  by  the 
company,  its  directors,  promoters  or  trustees,  with 
names,  dates,  etc.,  must  be  printed  in  such  literature; 
and  further  that  all  violations  of  this  provision  shall  be 
sufficient  to  brand  the  literature  as  fraudulent,  and  sub- 
ject the  corporation  and  its  directors  to  punishment. 

This  punishment,  should  the  conditions  warrant,  may 
be  revocation  of  the  corporation  charter,  and  even  the 
knprisonment  of  the  offending  officials. 


CHAPTER  XXII. 
CORPORATE  LIABILITY  TO  EMPLOYEES. 

Particular  interest  attaches  to  the  matter  of  em- 
ployer's liability  in  connection  with  corporations  be- 
cause of  the  fact  that  corporate  bodies  are  the  largest 
employers  of  labor  in  the  world.  This  interest  is  en- 
hanced, and  daily  becomes  of  more  importance,  owing 
to  the  constantly  increasing  growth  of  corporations. 
Twenty  years  ago  it  was  of  comparatively  small  mo- 
ment aside  from  its  bearing  on  the  individuals  directly 
affected.  Today  it  concerns  communities  at  large,  as 
well  as  individuals.  This  has  developed  a  most  unique 
condition  of  affairs. 

Liability  of  an  Employer. 

Under  the  common  law,  all  employers — corporations 
as  well  as  individuals — are  liable  for  personal  injuries 
received  by  employees  in  the  discharge  of  their  duties, 
provided  the  injuries  are  caused  by  the  negligence  of 
the  employer.  There  are  instances,  even,  in  which  the 
right  to  recovery  of  damages  extends  to  a  trespasser,  as 
will  be  explained  later  on. 

This  is  the  common  law,  and  the  principle  has  been 
incorporated  into  statutes  in  many  of  our  States  and, 
until  very  recently  has  been  uniformly  upheld  by  the 
courts.  It  is  a  strange  thing  that  while  the  common 
law  was  broad  enough  to  cover  personal  injuries,  it  took 
349 
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no  cognizance  of  actual  death,  and  this  contingency  is 
covered  entirely  by  statutes. 

Exceptions  to  the  Rule. 

Exceptions  to  the  liability  of  an  employer  may  be 
stated  as  follows ; 

1. — In  cases  of  injury  caused  by  the  carelessness  or 
misconduct  of  the  injured  party,  without  which  the  acci- 
dent would  not  have  happened,  damages  cannot  be  re- 
covered, even  if  the  employer  contributes,  by  negligence, 
to  the  injury. 

2. — If  the  injured  party  is  a  trespasser  he  cannot,  as 
a  rule,  recover  damages,  unless  the  injury  is  of  a  wilful 
or  wanton  nature.  The  law  does  not  require  an  em- 
ployer to  guard  trespassers  from  accident,  neither  does 
it  excuse  the  employer  for  deliberately  causing  such 
trespasser  to  receive  injury.  Thus,  should  a  trespasser 
be  wantonly  injured  by  any  of  the  agents  or  employees 
of  an  employer,  he  could  recover  damages  from  such 
employer. 

Employees  Assume  Certain  Risks. 

8. — Employees  are  held  to  assume  all  the  obvious  and 
necessary  hazards  of  their  employment,  and  if  the  in- 
jury is  one  naturally  incident  to  the  occupation  of  the 
injured  person  he  cannot  recover  damages.  But  it  is 
the  duty  of  the  employer  to  see  that  the  employee  is 
instructed  concerning  the  hazards  he  assumes,  because  a 
man  can  assume  only  that  which  he  knows. 

4. — If  an  employee  is  injured  in  consequence  of  the 
carelessness  of  a  fellow-servant,  his  employer  is  not  ha- 
ble.    Although  the  employer  is  held  responsible  for  the 
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negligence  of  his  servants  committed  while  engaged  in 
his  service  and  resulting  in  injuries  to  strangers,  they 
and  not  he  are  accountable  for  injuries  they  may  inflict 
one  upon  another  while  so  engaged. 

Liability  in  Case  of  Death. 

5. — At  common  law  damages  are  not  recoverable  for 
negligently  causing  death,  but  long  ago  and  in  every 
State  statutes  were  enacted  giving  in  some  cases  the 
heirs  and  in  others  the  administrator  of  the  deceased  a 
cause  of  action  for  the  damages  the  courts  could  not  oth- 
erwise award.  The  earlier  of  these  statutes  attempted 
to  maintain  consistency  with  the  traditions  of  the  com- 
mon law,  and  so  enacted  that  the  cause  of  action  arising 
in  favor  of  the  injured  person  before  his  death  should 
survive  and  be  prosecuted  by  his  heirs.  But  in  constru- 
ing these  statutes  the  courts  held  that  unless  the  injured 
man  lived  long  enough  to  experience  conscious  suffer- 
ing no  cause  of  action  had  ever  existed  in  his  favor  and 
none  could  therefore  survive.  In  cases  of  instantaneous 
death  the  purpose  of  the  acts  was  thus  defeated,  and 
thereupon  the  legislatures  paid  more  attention  to  sub- 
stance and  less  to  form  and  enacted  laws  giving  a  rem- 
edy to  surviving  heirs  whether  the  death  were  instanta- 
neous or  not. 

Limit  on  Death  Damages.  *- 

In  most  States  damages  cannot  be  recovered  in  fatal 
cases  exceeding  $5,000.  In  some  the  hmit  is  $10,000, 
and  in  New  York  by  an  amendment  to  the  constitution 
in  1900  all  Hmits  were  removed.  The  defense  that  death 
was  instantaneous  is  now  and  for  some  years  has  been 
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practically  abrogated,  although  in  three  or  four  States, 
notably  Massachusetts,  it  still  exists,  subject  to  the  dif- 
ficulty of  furnishing  conclusive  evidence  of  the  fact, 
which  is  not  always  easy.  In  Massachusetts  even  that 
defense  may  be  pleaded  only  when  the  person  whose  hfe 
was  lost  was  other  than  an  employee  of  the  defendant. 

Common  Law  Liability  Enlarged. 

We  come  now  to  the  consideration  of  the  additional 
liability  of  employees  imposed  upon  employers  by  the 
English  Employers  Liabihty  Act  of  1880,  and  by  simi- 
lar— ^in  fact  almost  identical — statutes  enacted  in  Ala- 
bama in  1885,  in  Massachusetts  in  1887,  in  Colorado  in 
1893,  in  Indiana  in  1893,  and  in  New  York  in  1902. 
The  several  statutes  do  not  agree  in  all  particulars,  but 
all  agree  in  limiting  to  but  a  few  cases  the  defense  that 
the  injuries  were  sustained  through  the  neghgence  of  a 
fellow-servant.  This  change  affected  perhaps  a  major- 
ity of  cases  in  which  damages  were  demanded  against 
an  employer  and  was,  therefore,  radical  and  far-reach- 
ing. 

Estrangement  of  Personal  Eolations. 

We  do  not  have  to  look  far  for  the  arguments  by 
which  the  lawmakers  were  influenced.  During  the  great 
industrial  expansion  and  the  absorption  of  large  inter- 
ests by  corporate  proprietors  the  personal  relation  of 
earlier  and  simpler  times  between  master  and  man  prac- 
tically disappeared.  This  was  a  necessary  incident  to 
the  management  of  great  enterprises,  particularly  rail- 
ways. The  journeyman  mechanic  no  longer  took  orders 
from  his  employer  who  worked  with  his  men,  but  orders 
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began  to  come  through  a  foreman,  a  yard  master,  or  di- 
vision superintendent,  or  department  boss ;  always  from 
somewhere  "higher  up."  The  men  who  gave  the  or- 
ders exercised  certain  authority,  but  they  were  not  the 
employers,  neither  were  they  fellow-servants  with  the 
men  who  did  the  work.  It  was  this  disappearance  of 
the  personal  relation  between  employer  and  workmen 
and  of  personal  interest  by  each  in  the  welfare  of  the 
other — for  human  sympathy  cannot  be  one  of  the  at- 
tributes of  a  corporation — that  increased  during  the 
nineteenth  century  the  estrangement  between  capital 
and  labor. 

Increase  in  Damage  Cases. 

It  was  this  disappearance  of  the  personal  relation  and 
personal  interest  that  led  also  to  the  large  and  rapid 
increase  in  the  last  twenty  years  of  the  last  century  of 
actions  by  employees  against  employers,  and  particu- 
larly corporate  employers.  During  this  time  it  came  to 
be  accepted,  in  capitaHstic  circles  at  least,  that  a  corpora- 
tion need  not  expect  a  fair  trial  before  a  jury,  while  by 
others  the  maxim,  "Corporations  have  no  souls,"  was 
understood  to  mean  that  nothing  but  oppression  need  be 
expected  from  a  corporation. 

It  is  most  interesting  in  this  connection  to  note  Chief 
Baron  Manwood's  observations  as  early  as  about  1620, 
in  endeavoring  to  make  clear  the  legal  distinction  be- 
tween an  artificial  person  (i.  e.,  a  corporation)  and  a 
natural  person.  Lord  Coke,  commenting  upon  Man- 
wood's  opinion,  said:  ^ 
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"Corporations  Have  no  Souls.'* 

"The  opinion  of  Manwood,  Chief  Baron,  was  this,  as 
touching  corporations,  that  they  were  invisible,  imnior- 
tall,  and  that  they  had  no  soule ;  and  therefore  no  Sub- 
poena lieth  against  them,  because  they  have  no  con- 
science nor  soule;  a  Corporation  is  a  Body  aggregate; 
none  can  create  soules  but  God,  but  the  King  creates 
them  (corporations),  and  therefore  they  have  no  soules; 
they  cannot  speak,  nor  appear  in  Person,  but  by  Attor- 
ney."    ( SeeTriphng  vs.  Pexall,  2  Bulstrode,  233.) 

In  prosecuting  actions  against  corporations,  lawyers 
of  reputation  have  used  the  much  quoted  and  misquoted 
phrase,  "Corporations  have  no  souls,"  in  its  perverted 
sense,  for  the  purpose  of  arousing  prejudice  in  the  minds 
of  the  jury. 

Claims  Fostered  by  Lawyers. 

Many  lawyers  in  large  cities  became  specialists  in  en- 
couraging and  prosecuting  claims  against  employers, 
including  many  in  which  the  injuries  were  trivial  or  the 
claim  unfounded.  Agents  of  these  practitioners  pursued 
injured  men  to  the  hospitals  and  secured  their  patronage 
upon  a  percentage  basis,  sometimes  before  the  surgeon 
had  finished  his  work.  So  common  was  and  is  the  prac- 
tice, that  these  enterprising  solicitors  are  known  as  "am- 
bulance chasers,"  and  then'  diligence  justifies  the  desig- 
nation. 

In  many  cases  claims  having  no  merit  were  settled  on 
some  basis  by  employers  rather  than  suffer  the  annoy- 
ance and  expense  of  a  trial.  In  earlier  times  and  before 
this  spirit  of  antagonism  was  fostered,  accidents  to  em- 
ployees were  usually  treated  in  a  spirit  of  liberahty  by 
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the  employer,  and  in  only  the  most  serious  cases  did  it 
become  necessary  to  inquire  concerning  the  strict  legal 
liability  for  damages. 

Cause  of  Alarm  to  Employers. 

The  later  increase  of  such  litigation  caused  a  material 
increase  in  losses  and  expenses  for  the  claims  of  injured 
persons,  and  the  growing  apprehensions  of  employers 
were  fast  leading  in  the  directions  of  some  systematic 
means  for  protection.  The  development  of  liability  in- 
surance as  the  instrumentality  for  sharing  and  distribut- 
ing such  losses  and  expenses  was  probably  only  hastened 
by  the  later  definite  course  taken  by  the  courts  and  the 
legislatures. 

In  good  season  the  courts  began  to  define  the  status 
of  the  superintendent  and  the  foreman  and  the  superior 
servant,  and  long  before  the  passage  of  the  Employers 
Liability  Act  in  England  it  had  been  held  in  many  well- 
reasoned  decisions  in  which  the  fellow-sei-vant  defense 
was  offered,  that  the  person  by  whose  negligence  the  in- 
jury was  caused  was  not,  although  employed  by  the  same 
master,  a  fellow-servant,  but  a  vice-principal,  and  that 
the  common  employer  was  liable  for  his  neghgence  and 
its  consequences. 

General  Purport  of  Liability  Act. 

The  act  accepted  in  full  the  vice-principal  doctrine  of 
the  courts  and  went  farther  by  enacting  that  the  em- 
ployer should  be  responsible  for  personal  injuries  sus- 
tained by  employees,  "by  reason  of  the  negligence  of  any 
person  in  the  service  of  the  employer  who  has  any  super- 
intendence intrusted  to  him,"  or  of  any  person  in  his 
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service  intrusted  with  the  duty  of  seeing  that  ways, 
works,  and  machinery  are  in  proper  condition,  or  who 
has  charge  of  railway  signals,  engines,  or  trains.  By 
these  provisions,  common  in  substance  to  all  the  acts 
mentioned,  the  value  of  the  fellow-servant  defense  has 
been  much  impaired  in  the  States  where  such  statutes 
exist. 

Some  of  the  acts  contain  other  provisions  imposing 
other  additional  liabilities  upon  the  employer,  as  in  Colo- 
rado, where  the  defense  that  the  injuries  resulted  from 
negligence  of  a  fellow-servant  is  completely  abolished, 
and  in  New  York,  where  the  rule  concerning  the  as- 
^sumption  of  risks  by  the  employee  is  greatly  abridged. 

Connecticut's  Comprehensive  Statute. 

The  hke  tendency  is  reflected  in  a  brief  but  compre- 
hensive statute  enacted  in  1901  in  Connecticut,  as  fol- 
lows: 

"It  shall  be  the  duty  of  the  master  to  exercise  rea- 
sonable care  to  provide  for  his  servant  a  reasonably  safe 
place  in  wliich  to  work,  reasonably  safe  apphances  and 
instrumentalities  for  liis  work,  and  fit  and  competent 
persons  as  his  co-laborers,  to  exercise  reasonable  care  in 
the  appointment  or  designation  of  a  vice-principal,  and 
to  appoint  as  such  vice-principal  a  fit  and  competent 
person.  The  default  of  such  vice-principal  in  the  per- 
formance of  any  duty  imposed  by  law  on  the  master 
shall  be  the  default  of  the  master." 

Tendency  of  the  Courts. 
In  ordinary  cases  it  is  the  policy  of  the  courts  to  hold 
closely  to  the  theory  that  an  employee  assumes  all  the 


CORPORATE  LIABILITY  TO  EMPLOYEES.  357 

usual  risks  of  his  work,  provided  the  employer  has  fur^ 
nished  reasonably  safe  tools  and  machinery  and  working 
place.  Under  these  conditions  if  an  accident  occurs  the 
liability  for  damages  will  not  rest  with  the  employer. 

Oil  well  "shooting"  is  an  extra  hazardous  occupation. 
Men  who  engage  in  it  do  so  with  a  thorough  understand- 
ing of  the  risks  assumed.  They  realize  the  danger  and 
face  it  because  of  the  proportionately  high  pay  they  get. 
Should  such  a  workman  be  injured  in  the  ordinary 
course  of  his  work  he  could  not  recover  damages,  pro- 
vided the  outfit  furnished  him  to  work  with  was  in  good 
condition. 

When  Liability  Attaches  to  Employer. 

But,  if  an  employer,  knowing,  or  being  informed  that 
certain  tools  or  parts  of  the  equipment  are  in  a  danger- 
ous condition,  fails  to  replace  or  repair  the  same  so  as 
to  make  their  operation  reasonably  safe,  he  becomes  lia- 
ble for  such  injuries  as  may  directly  result  from  the  use 
of  the  defective  equipment. 

The  same  is  true  as  to  the  condition  of  the  working 
places.  If  A,  the  owner  of  a  factoiy,  is  aware  that  the 
floors  are  weak  and  likely  to  collapse,  and  such  an  acci- 
dent does  occur,  those  of  his  employees  who  may  be  in- 
jured can  recover  damages  from  him.  This  holds  good 
as  to  corporations  the  same  as  to  individuals. 

The  Great  Cause  of  Trouble. 

This  is  the  law,  and  it  is  seemingly  plain,  but  as  with 
nearly  every  law  there  is  at  times  grievous  trouble  in 
obtaining  satisfactory  rulings  and  interpretations. 
There  are  quibbling  lawyers,  who,  in  the  hope  of  earn- 
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ing  contingent  fees,  bring  actions  which  aggravate  the 
already  strained  relations  between  capital  and  labor,  and 
the  result  is  a  condition  well-nigh  unbearable,  especially 
as  regards  corporations. 

It  may  be  set  down  as  an  axiom  that  there  is  no  cor- 
poration manager  or  other  employer  of  labor  who  would 
not  prefer  to  be  humane  in  his  treatment  of  injured  em- 
ployees, provided  he  could  afford  to  do  so  without  be- 
ing subjected  to  imposition,  injustice  and  exorbitance. 
Despite  this,  the  fact  remains  that  in  the  adjustment  of 
differences  between  employer  and  injured  employee,  it 
would  often  appear  as  though  the  element  of  human 
kindness  had  been  brought  to  the  level  of  an  irreducible 
minimum. 

What  Employers  Contend  With. 

This  is  not  because  the  employer  prefers  this  course 
of  action.  He  would  infinitely  prefer  to  employ  a  sys- 
tem based  upon  principles  of  humanitarianism,  but  the 
peculiarities  of  the  laws  covering  employers'  liability 
and  the  still  more  peculiar  methods  emploj^ed  in  their 
apphcation  would  in  many  instances  be  to  invite  finan- 
cial disaster,  and  in  the  case  of  smaller  manufacturers 
with  limited  capital,  financial  annihilation,  were  he  to 
yield  to  the  unfair,  the  unjust,  and  often  outrageous  de- 
mands made  for  damages  resulting  from  injuries  to 
employees. 

When  it  is  considered  further  that  the  sums  thus 
taken  from  the  employers  have  gone  in  relatively  small 
proportion  as  direct  benefits  to  the  injured  or  his  de- 
pendents, there  is  additional  and  well  grounded  cause 
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for  irritation  with,  and  condemnation  of,  the  existing 
scheme. 

Mr.  Roosevelt's  Significant  Words. 

These  facts  are  too  well  known  to  require  elaboration. 
It  is  small  wonder,  then,  that  there  are  good  reasons  for 
feeling  dissatisfied  with  a  system  which  has  bred  so  much 
of  irritation  on  the  part  of  both  employer  and  employee 
and  which  has  tended  to  disrupt  amicable  relations  and 
has  intensified  the  demands  for  onerous  and  unjust  lia- 
bility laws. 
Mr.  Roosevelt  in  his  Nobel  prize  speech  said: 
"In  our  complex  industrial  civilization  of  today  the 
peace  of  righteousness  and  justice,  the  only  kind  of 
peace  worth  having,  is  at  least  as  necessary  in  the  indus- 
trial world  as  it  is  among  nations.  There  is  at  least  as 
much  need  to  curb  the  cruel  greed  and  violence  of  part 
of  the  world  of  capital,  to  curb  the  cruel  greed  and  vio- 
lence of  part  of  the  world  of  labor,  as  to  check  a  cruel 
and  unhealthy  militarism  in  international  relationship." 

Better  System  is  Needed. 

The  adoption  of  a  system  of  fair  and  adequate  com- 
pensation for  injury,  combined  with  indemnity  for  wage 
losses  incurred  by  illness,  and  with  an  adequate  provision 
for  old  age  and  death  benefits,  would  do  much  to  bring 
about  and  maintain  harmonious  relations  between  em- 
ployer and  employee.  Without  some  such  voluntary 
action  on  the  part  of  the  employer  it  is  not  surprising 
that  there  have  been  enacted  laws  on  this  all-important 
subject  which  are  not  alone  decidedly  onerous  and  which 
bear  heavily  upon  the  employer,  but,  modeled  as  they 
have  been  after  the  English  system,  place  the  heaviest 
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load  Upon  the  employer.  The  reasons  for  this  have  been 
very  excellently  stated  in  the  report  of  the  New  York 
Commission  which  has  recently  investigated  this  sub- 
ject: 

"The  system  of  workmen's  compensation  for  indus- 
trial accidents  in  Great  Britain  is  of  special  significance 
in  our  survey  of  the  systems  of  Europe.  Industrial  con- 
ditions in  England  and  in  the  United  States  are  much 
aHke.  In  both  countries  the  workmen  show  the  same 
tendency  toward  active  self-improvement  and  a  similar 
striving  for  higher  standard  of  living.  English  legisla- 
tion, moreover,  has  often  served  as  a  model  for  America. 
The  common  law  with  its  restrictive  qualifications  in 
operation  in  most  States  of  the  United  States  is  dis- 
tinctly English  in  its  origin.  The  advances  made  by 
England  in  her  legislation  on  this  subject  cannot,  there- 
fore, be  considered  as  alien  to  the  spirit  of  our  own 
laws." 

English  Law  Increases  Cost. 

An  investigation  of  the  results  of  the  Workmen's 
Compensation  Act  passed  by  England  in  1906  shows 
that  the  estimated  cost  of  insuring  the  employers  against 
the  additional  compensation  involves  nearly  100  per  cent 
increase  over  the  cost  for  insuring  against  what  was 
provided  under  the  previous  acts. 

Furthermore  it  is  generally  conceded  that  the  amount 
of  malingering  and  the  great  increase  in  the  number  of 
accidents  which  seem  to  have  been  stimulated  by  reason 
of  these  laws  is  adding  very  seriously  to  the  burden  of 
the  employer.  The  law  reports  of  the  English  courts 
are  filled  with  cases  of  claims  under  this  act  and  it  is  con- 


CORPORATE  LIABILITY   TO   EMPLOYEES.  361 

clusively  shown  that  every  possible  advantage  is  taken 
of  the  liberahty  of  the  act  as  against  the  employer. 

Act  is  Vague  and  Confusing. 

A  recent  study  of  what  has  been  called  "Some  Vaga- 
ries of  the  British  Workmen's  Compensation  Act" 
points  out  innumerable  difficult  problems  which  have 
arisen  in  connection  with  the  construction  of  this  law, 
forces  the  conclusion  that  this  act  which  affects  hundreds 
of  thousands  of  employers  and  millions  of  workers 
throughout  the  kingdom  is  not  clear,  and  shows  further 
that  hardly  a  day  goes  by  that  some  new  vagary,  or 
some  variation  of  an  old  one,  arises  calling  for  more  or 
less  intimate  knowledge  of  the  intricacies  of  the  act  and 
of  hundreds  of  decisions,  many  of  an  apparently  con- 
flicting nature,  which  have  been .  given  in  connection 
with  it.  And  yet  this  is  the  act  which  it  is  argued  should 
be  used  as  a  model  for  legislation  in  this  country. 

If  these  things  are  true  of  an  act  applicable  gener- 
ally throughout  the  United  Kingdom,  what  will  be  the 
eventual  result  of  the  passage  of  employers'  liability 
acts  throughout  the  United  States  where  one  must  con- 
tend with  the  vagaries  of  legislative  enactment  in  the  in- 
dividual States  ?  It  has  been  found  practically  impossi- 
ble to  secure  uniform  legislation  in  this  country  on  any 
subject. 

Trouble  in  the  United  States. 

A  manufacturer  with  plants  distributed  throughout 
England  at  least  has  the  advantage  of  being  under  one 
uniform  law  of  workmen's  compensation,  no  matter 
what  the  difficulty  of  interpretation  of  that  one  law  may 
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be.  A  manufacturer  with  plants  scattered  throngliout 
the  United  States  cannot  today  calculate  with  any  de- 
gree of  accuracy  what  his  hability  is  because  of  the  dif- 
fering laws  of  the  various  States.  Nor  is  this  the  worst 
phase  of  the  situation.  If  these  laws  stated  specifically 
the  amount  of  damages  to  be  assessed  in  respect  to  given 
injuries  or  in  the  event  of  death,  an  employer  might  be 
able  to  calculate  with  some  degree  of  accuracy  the  ex- 
tent of  his  liabiHty.  Instead  of  a  clearly  stated  Hability, 
or  leaving  the  amount  for  determination  by  a  competent 
judge,  as  the  British  act  provides,  it  is  left  in  this  coun- 
try for  determination  by  a  jury,  subject  to  all  the  weU- 
knowTi  caprices  and  pecuHarities  of  this  system  of  award 
for  personal  damage.  A  verdict  of  $41,000  for  loss 
of  arms  against  a  manufacturing  company  in  the  Su- 
preme Court  at  Syracuse,  New  York,  is  sufficient  illus- 
tration. The  tendency  of  legislation,  as  illustrated  by 
the  bill  enacted  recently  by  the  State  of  Ohio,  practically 
precluding  as  a  defense  the  fellow  servant  and  other 
similar  pleadings,  encroaches  still  further  upon  the  em- 
ployers' rights. 

Wherein  Lies  the  Remedy? 

This  country  is  not  keen  for  government  by  paternal- 
ism and  the  people  generally  are  not  in  favor  of  having 
the  government  engage  in  the  transaction  of  any  busi- 
ness which  corporate  organization  of  private  capital  can 
satisfactorily  serve,  or  perform  any  function  which  can 
be  properly  performed  by  individuals  or  associations. 
As  the  New  York  Commission  again  says : 

"Unless  the  whole  workings  of  compensation  shall 
ultimately  rest  in  a  new  and  extended  bureaucracy,  op- 
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posed  alike  to  American  habits  and  American  constitu- 
tions, that  problem  must  be  worked  out  by  mutual  asso- 
ciations of  employees  encouraged  by  the  employer.  The 
principle  is  valuable,  but  practically  it  can  best  be  put 
in  operation  by  the  employer." 

Surely  it  is  the  part  of  wisdom  that  the  manufacturer 
should  select  some  plan  of  his  own  volition  which  would 
leave  him  free  to  meet  the  liabilities  incident  to  accident, 
in  his  own  way,  by  the  adoption  of  some  rational  system 
sufficiently  broad  to  be  comprehensive  and  sufficiently 
liberal  to  forestall  coercion. 

Start  Made  by  Corporations. 

The  initiative  has  already  been  taken.  The  very  com- 
prehensive schemes  recently  adopted  by  the  United 
States  Steel  Corporation  and  the  International  Har- 
vester Corporation  evidence  this.  These  plans  go  much 
further  in  their  liberality  than  anytliing  previously  at- 
tempted in  this  country.  Fortunately  these  two  large 
corporations  are  in  a  position,  by  reason  of  their  im- 
mense resources  and  great  numbers  of  employees,  to 
inaugui-ate  schemes  which  practically  amount  to  the  es- 
tablishment of  insurance  departments  of  their  own,  with 
modern  appliances  and  up-to-date  methods. 

The  average  manufacturer  has  neither  the  time  nor 
the  inclination,  nor,  as  a  general  proposition,  a  sufficient 
number  of  employees,  nor  the  capital,  to  estabhsh  his 
own  insurance  company.  He  would  much  prefer  to 
have  someone  do  this  for  him.  Provided  always  that  it 
can  be  done  along  the  same  general  lines,  or  similar 
thereto,  adopted  by  these  corporations,  and  provided 
further  that  the  advantages  and  benefits  can  be  secured 
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at  the  same  low  cost,  plus  a  reasonable  charge  only  for 
administration  and  for  the  rehef  afforded  him  by  taking 
off  his  hands  the  necessity  for  carrying  his  own  insur- 
ance. 

U.  S.  Steel  Corporation  Research. 

The  scheme  of  relief  inaugurated  by  the  United  States 
Steel  Corporation,  aside  from  the  remarkable  liberality 
shown  in  deahng  with  the  subject,  is  as  important  in  the 
attention  given  to  the  organized  effort  which  this  corpo- 
ration has  established  within  its  plant  to  reduce  acci- 
dents. The  corporation  has  placed  at  the  disposal  of 
any  manufacturing  industries  throughout  the  country 
the  results  of  its  research  along  this  line,  and  shows 
strongly  the  possibilities  for  combined  effort  to  secure 
as  nearly  perfect  record  as  possible  for  the  prevention 
of  accident. 

It  is  by  the  prevention  of  accident  that  the  greatest 
reduction  in  the  cost  of  employers'  liability  will  be  se- 
cured. One  of  the  strongest  reasons  urged  for  com- 
pulsory insurance  is  that  the  risk  of  accident  to  work- 
men is  to  some  extent  under  the  control  of  the  employer 
and  that  therefore  it  should  be  made  impossible  for  him 
to  escape  the  necessity  of  paying  for  the  outcome  of  con- 
ditions for  which  he  is  responsible.  Nor  is  the  employee 
without  blame.  Statistics  show  that  apparently  about 
one-third  of  the  total  number  of  industrial  accidents  can 
be  attributed  in  whole  or  in  part  to  the  carelessness  or 
negligence  of  the  workers  themselves,  and  which  can  be 
prevented  by  mechanical  safeguards.  This  leaves  ap- 
proximately 70  per  cent  of  accidents  in  factories  un- 
avoidable, an  experience  which  seems  to  be  generally 
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confirmed.  Thus  while  the  employee  can  by  the  exercise 
of  greater  care  contribute  partially  to  the  reduction  of 
accident,  it  is  the  employer  who  must  provide  the  remedy 
for  satisfactorily  covering  the  liabiHty  which  is  bound  to 
arise. 

Mortality  in  Coal  Mines. 

The  Senate  of  the  United  States  has  approved  a  bill 
which  previously  passed  the  House  of  Representatives, 
creating  a  Bureau  of  Mines,  the  purpose  of  which  is  to 
enable  the  government  to  acquire  information  by  investi- 
gating methods,  with  special  reference  to  the  prevention 
of  accidents  and  the  welfare  of  miners.  In  investigating 
this  subject  the  chief  of  the  technical  branch  of  the  Geo- 
ogical  Survey  stated  that  in  the  coal  mines  of  the  United 
States  out  of  every  thousand  men  employed  three  and 
one-half  are  killed  every  year ;  while  in  Belgium,  where 
he  miners  work  under  vastly  more  dangerous  conditions, 
the  death  rate  is  only  one  to  every  one  thousand.  This 
goes  far  to  prove  his  further  statement  that  the  differ- 
ence in  death  rate  is  due  to  the  fact  that  in  this  country 
we  have  so  far  failed  to  take  intelligent  precautions  and 
have  gone  it  blind.  This  charge  is  as  generally  true  of 
every  branch  of  manufacturing  in  this  country. 

Prevention  an  Important  Item. 

One  of  the  greatest  factors  of  successful  administra- 
tion of  the  German  compulsory  compensation  system  is 
the  thought,  the  care  and  the  study  given  to  the  preven- 
tion of  accident,  and  no  system  of  insurance  against  em- 
ployers* hability  is  susceptible  of  intelhgent  and  eco- 
nomic administration  which  does  not  have  as  its  basic 
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principle  the  prevention,  as  well  as  the  cure,  of  accidental 
injury. 

In  addition  to  this,  the  ideal  insurance  scheme  should 
provide  (and  that  it  can  is  evidenced  by  the  German 
system)  contributory  payments  by  the  employee  in 
proper  and  fair  proportion,  so  that  when  sickness  or  acci- 
dent occurs  the  employee  receives  that  which  is  his  just 
due  and  that  to  which  he  is  rightly  entitled  as  the  result 
of  his  contributions,  rather  than  as  the  result  of  the  en- 
forcement of  a  legal  claim  or  as  a  gratuity. 

Plan  of  Harvester  Corporation. 

Even  the  liberal  scheme  of  the  International  Har- 
vester Company  provides  additional  benefits  in  the  way 
of  increased  compensation  to  the  employee  if  he  is  will- 
ing to  contribute  a  small  sum  to  the  cost.  The  distinc- 
tion is  excellent.  By  offering  additional  benefits  based 
upon  a  voluntary  partial  payment  by  the  wage  earner 
a  start  is  made  toward  the  perfect  scheme  of  contribu- 
tory, voluntary  co-operation  between  the  employer  and 
employee — the  ideal  consummation. 

The  general  adoption  of  a  plan  embodying  these 
broad  principles  would  practically  disarm  the  forces 
now  employed  in  the  enactment  of  offensive  employers' 
liability  laws,  as  well  as  do  much  to  counteract  the  tend- 
ency toward  State  and  compulsory  insurance  which,  in 
the  minds  of  many  competent  authorities,  is  imminent. 

How  May  Indemnity  be  Secured. 

Admitting  this  need  for  indemnity,  how  can  it  best 

be  secured?     Existing  institutions,  in  the  main,  have 

been  tried  and  found  wanting.    Without  any  desii-e  to 

criticise  unjustly  or  unfairly  the  corporations  at  pres- 
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ent  engaged  in  this  service,  it  can  fairly  be  said  that 
there  has  been  a  disproportionate  return  in  benefits  to 
the  injured  employee  for  the  premiums  paid  by  the  em- 
ployer. There  has  been  entirely  too  much  waste  in  the 
administration  of  the  system  and  by  far  too  few  of  the 
dollars  which  have  come  out  of  the  manufacturers' 
purses  have  gone  into  the  pockets  of  the  injured  work- 
man, his  beneficiaries  or  his  dependents. 

To  illustrate :  Twenty  leading  domestic  and  foreign 
companies  transacting  Habihty  and  workmen's  collective 
insurance,  reporting  to  the  Insurance  Department  of 
the  State  of  New  York,  show  for  a  recent  year : 

Collections  of  liabihty  premiums  during  the 

year  amounting  to $23,738,524 

Payments  of  losses 9,733,191 

Claim  expenses 3,069,615 

Total  losses  paid,  together  with  claim  expenses,  53.9 
per  cent  of  premiums. 

Claim  expenses,  almost  33  per  cent  of  losses  paid. 

In  workmen's  collective  insurance,  yet  in  its  infancy: 

Premiums  received $474,960 

Losses  paid 236,338 

Claim  expenses 14,028 

A  ratio  of  losses  and  expenses  to  premiums  of  52.7 
per  cent. 

Insurance  Cost  is  Heavy. 

The  stock  companies  of  Great  Britain,  which,  like 
the  stock  companies  in  the  United  States,  not  only  pay 
the  compensation  for  liabihty  incurred  but  undertake 
the  responsibihty  of  litigation  which  may  be  entailed, 
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also  show  a  large  cost  of  management,  conservatively 
placed  at  one-half  the  premium  income. 

One  English  company  which  collected  the  second 
largest  amount  of  premiums  for  employers'  liability  in- 
surance in  the  United  States  recently  declared  a  25  per 
cent  dividend  for  the  past  year  on  its  capital  stock,  be- 
sides adding  a  substantial  amount  to  surplus.  In  his 
annual  report  the  chairman  of  this  company  states  that 
the  growth  of  the  company's  premiums  was  due  mainly 
to  the  large  growth  of  its  employers'  hability  business 
in  the  United  States — and  not  to  business  in  the  United 
Kingdom.  It  is  interesting  to  note  that  this  particular 
company  shows  in  the  United  States  a  total  ratio  of 
losses  and  expenses  of  only  44  per  cent  to  premiums 
received. 

Lesson  in  the  Figures. 

These  figures  tell  their  own  story.  These  corpora- 
tions being  organized  primarily  for  the  object  of  gain 
naturally  bend  every  energy  to  the  accumulation  of  as 
large  profits  as  possible  for  the  stockholders. 

Compare  with  these  percentages  the  report  of  Louis 
I.  Dublin  made  to  the  New  York  Commission  only  a 
few  years  ago,  that  the  management  expenses  of  the 
German  system  yearly,  including  those  incurred  in  the 
prevention  of  accidents,  in  the  inspection  of  estabhsh- 
ments,  in  the  investigation  and  fixing  of  compensation 
and  in  arbitration,  amounted  to  only  16  per  cent  of  the 
total  benefits  paid.  If  the  cost  of  investigations  and  of 
measures  for  preventing  accidents  be  eliminated  the 
rate  falls  to  10.2  per  cent  of  the  compensation,  an  ex- 
tremely low  figure. 
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In  his  report  on  the  expenses  of  the  Austrian  system, 
Mr.  Dubhn  states  that  they  hkewise  amounted  to  'only 
10,2  per  cent  of  the  total  contributions  and  16  per  cent 
of  the  compensations  paid,  figures  identical  with  the 
cost  of  administration  in  Germany,  and  pointing  out  the 
possibihties  for  large  savings  from  the  present  cost  in 
this  country. 

Premium  Rates  are  Sufficient. 

The  conclusion  is  inevitable  that  the  present  premium 
rates  for  employers'  liability  insurance  are  sufficient  to 
provide  for  participation  in  profits,  while  the  indemnity 
furnished  has  been  on  a  non-participating  basis  so  far 
as  the  pohcyholder  is  concerned. 

So  far  nothing  in  the  way  of  mutual  co-operative  in- 
surance along  this  line  has  been  attempted.  In  the  first 
place,  everybody's  business  is  nobody's  business,  and 
while  it  can  be  properly  argued  that  mutual  fire  insur- 
ance companies  have  been  successful,  yet  these  have 
dealt  distinctly  with  one  branch  of  indemnity,  namely, 
fire  insurance,  a  hazard  which  has  by  far  more  ac- 
curate statistics  and  in  which  preventive  measures  are 
much  further  in  advance  than  in  employers'  liability. 
These  mutual  fire  companies  have  also  been  localized 
and  have  been  to  an  extent  restricted  in  their  operations 
to  certain  lines  of  business  only. 

Weakness  of  Mutual  System. 

Any  mutual  organization  in  insurance  is  necessarily 
experimental  until  it  has  survived  the  earlier  vicissitudes 
of  the  business  and  by  a  period  of  probation  has  estab- 
lished its  own  equation  in  business  life.    The  hazards  of 
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inexperience  and  of  ignorance  are  the  two  great  dan- 
gers confronting  all  new  business  ventures,  especially 
insurance  of  any  kind.  A  mutual  employers'  liability 
company  organized  for  the  purpose  of  protecting  only 
manufacturers  against  certain  contingencies  cannot  hope 
for  the  large  measures  of  usefulness  nor  to  accomplish 
what  can  be  done  by  a  corporate,  co-operative  organi- 
zation founded  upon  broader  lines  and  controlling  other 
branches  of  profitable  business.  Further,  it  is  doubtful 
whether  purely  mutual  indemnity  organization  can  be 
effected  under  the  laws  of  many  States,  the  requirements 
of  a  cash  capital  and  surplus  in  the  more  important 
States  being  essential.  Nor  must  it  be  forgotten  that 
policyholders  in  mutual  organizations  are  liable  for  all 
losses  incurred  and  must  themselves  pay  the  price  of  in- 
competent, extravagant  or  ignorant  administration. 

Co-operative  vs.  Mutual  Plans. 

We  now  come  to  the  co-operative  company  having 
charter  capital,  but  working  on  a  special  plan — a  system 
combining  the  advantages  of  the  mutual  office  with 
those  of  the  proprietary.  A  stock  company  with  suf- 
ficient capital  to  insure  absolute  solvency  and  the  fulfill- 
ment of  every  contract,  based  upon  the  mutual  principle 
in  the  administration  of  the  business  and  in  the  distri- 
bution of  profits,  is  the  ideal  middle  ground  between  the 
corporate  company,  organized  purely  for  gain,  and  the 
mutual  company.  In  a  company  of  this  sort  the  profits 
as  made  by  the  proprietary  management  are  to  be  di- 
vided between  the  policyholders  and  the  stockholders,  on 
a  fair  basis.  A  fair  average  working  basis  at  the  start 
would  be  80  per  cent  to  the  poHcyholders  and  20  per  cent 
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to  the  stockholders.  The  exact  basis  of  division  of 
profits  is  minor  in  importance  at  the  outset.  It  is  the 
principle  which  is  essential. 

Liability  and  Accident  Insurance. 

There  is  a  wide  difference  between  liability  and  ordi- 
nary accident  insurance.  Liability  insurance  is  a  branch 
of  the  more  general  and  comprehensive  business  of  acci- 
dent insurance.  It  relates  to  that  class  of  personal  in- 
juries for  which  someone  other  than  the  injured  person 
is  responsible,  and  who  is  legally  bound  to  make  com- 
pensation for  the  loss  sustained. 

Accident  insurance  furnishes  specific  indemnity  for 
certain  losses.  The  contract  provides  a  definite  sum  to 
be  paid  to  the  family  or  other  beneficiaries  of  the  insured 
in  case  he  loses  his  hfe  by  accident.  Like  definite  sums 
are  payable  to  the  insured  for  dismemberment,  or  to  in- 
demnify him  against  pecuniary  loss  during  disability 
from  accidental  injuries.  All  these  benefits  and  in- 
demnities are  exact  and  specific.  In  most  cases  the  only 
question  to  be  settled  between  the  company  and  the -in- 
jured person  is  the  duration  of  total  or  partial  disability. 
Having  agreed  upon  that,  the  policy  settles  clearly  the 
indemnity  to  be  paid. 

Nature  of  Liability  Risks. 

In  liability  insurance,  on  the  other  hand,  the  damages 
recoverable  by  the  injured  person  from  the  corporation 
or  person  chargeable  with  liabihty  for  such  injuries  is 
entirely  unascertained  and  is  such  a  sum  as  the  parties 
are  able  to  agree  upon  as  fair  compensation,  or,  failing 
to  agree,  such  sum  as  a  court  or  jury  may  award  as  dam- 
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ages.  Usually  the  views  of  the  parties  differ  widely,  and 
it  is  difficult  to  reach  an  understanding.  Perhaps  three- 
fourths  of  the  cases  in  which  liability  exists  are  settled  by 
agreement,  each  party  conceding  more  or  less  from  his 
original  position  until  they  succeed  in  getting  together. 
Neither  can  do  more  than  estimate  what  damages  would 
be  awarded  as  the  result  of  a  trial.  Courts  and  juries 
take  into  account  the  gravity  of  the  injuries,  the  term  of 
disability,  the  possibility  of  permanent  physical  impair- 
ment and  particularly  so  when  hmbs  are  lost,  the  ability 
of  the  injured  person  to  earn  money  before  and  after  his 
injuries,  and  after  considering  all  these  things  the  ver- 
dict is  as  much  an  estimate  as  the  views  of  either  party, 
but  it  has  the  advantage  of  being  final  and  authoritative. 
The  pleasantry  among  lawyers  that  the  court  has  the 
last  guess  applies  peculiarly  to  this  class  of  cases. 

Things  to  be  Considered. 

Account  is  also  taken  of  the  degree  of  the  defendant's 
negligence,  which,  as  classified  by  the  law,  may  be  slight, 
ordinary,  or  gross.  If  the  defendant  is  guilty  of  gross 
neghgence,  punitive  or  exemplary  damages  may  be  in- 
flicted, under  the  practice  of  several  States,  while  for 
slight  negligence  compensatory  damages  only  are 
awarded.  Little  practical  significance  is  now  given  to 
the  distinction  between  slight  and  ordinary  negligence. 

Fraudulent  claims  against  employers,  especially 
against  corporations,  are  not  uncommon.  In  most  cases 
the  claimant  aggravates  or  protracts  a  slight  injury  with 
the  purpose  of  recovering  excessive  damages.  In  such 
cases  no  healing  balm  effects  so  prompt,  radical  and 
permanent  a  cure  as  a  liberal  verdict.    In  other  cases  in- 
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juries  are  intentionally  inflicted  by  the  claimant  upon 
himself. 

One  Schemer's  Bold  Trick. 

A  young  man  conceived  and  carried  into  effect  the 
idea  of  loosening  or  removing  the  bolts  by  which  the 
handle  used  in  getting  on  and  off  trolley  cars  is  fastened 
to  the  car.  He  selected  a  crowded  car  in  the  evening, 
and  so  had  the  advantage  of  confusion  and  darkness. 
When  he  left  the  car  he  took  the  handle  with  him,  fell 
violently  and  sustained  injuries  that  laid  him  up  for 
several  weeks.  He  collected  damages  from  the  railroad 
company  for  negligence.  It  worked  so  well  that  he 
adopted  it  as  an  occupation,  but  he  never  tried  it  on  the 
same  railroad  company  more  than  once.  The  fact  that 
did  not  enter  into  his  calculations  was  that  the  railway 
companies  carried  liability  insurance,  and  his  injuries 
were  all  investigated  and  settled  by  the  same  insurance 
company.  When  the  third  claim  came  in,  although  an- 
other name  had  been  assumed,  the  adjuster  became  sus- 
picious. The  claimant  was  shadowed  when  he  recovered 
his  health,  was  soon  caught  at  work  on  a  crowded  car 
after  dark  loosening  the  handles  with  a  bicycle  wrench, 
promptly  confessed  when  confronted  with  the  record  of 
hke  offenses,  and  was  placed  beyond  the  perils  of  trolley 
travel  for  a  year. 

Moral  Risk  a  Factor. 

It  is  the  purpose  of  insurance  companies  to  select  for 
insurance  only  such  risks  as  are  backed  by  moral  re- 
sponsibility. The  application  of  this  rule  excludes  all 
factories  and  other  works  in  which  dangerous  machinery 
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is  used  and  in  which  the  owners  do  not  take  suitable  pre- 
cautions for  the  protection  of  their  employees  and  others 
having  business  upon  the  premises  against  dark  and  ob- 
structed staircases  and  passages,  unguarded  hoistways 
and  elevators,  unprotected  gears  and  set  screws,  greasy 
floors,  and  various  other  hazards  that  may  be  remedied 
by  a  reasonable  regard  for  the  safety  of  others. 

The  rule  applies  in  like  manner  to  the  apparatus  used 
by  contractors  in  the  construction  of  bridges  and  build- 
ings, and  to  the  equipment  of  electric  lighting  and  power 
plants  and  Hues,  with  proper  means  for  protection 
against  the  deadly  current.  The  work  of  the  inspector 
furnishes  evidence  of  the  facts ;  and  wliile  in  a  great  ma- 
jority of  cases  it  is  found  that  insurable  conditions 
exist  and  are  maintained,  not  only  as  an  obhgation  to  so- 
ciety but  as  matters  of  economy  and  efficiency,  it  now 
and  then  happens  that  a  risk  is  found  upon  which  no 
prudent  miderwriter  would  expose  his  company  to  loss. 

Conscience  is  Not  Insurable. 

The  contract  covers  only  the  legal  liabiUty  of  the  in- 
sured and  does  not  extend  to  the  moral  obhgation  that 
sometimes  exists  of  the  employer  to  contribute  to  the  aid 
of  an  employee  injured  m  his  service,  although  the  in- 
jury may  result  entirely  from  the  carelessness  of  the  em- 
ployee, and  the  employer  may  be  under  no  legal  obliga- 
tion to  provide  for  him.  A  moral  obhgation,  or  a  duty  to 
humanity,  is  not  insurable.  Conscience  cannot  be  com- 
mitted to  the  keeping  of  an  indemnity  company. 
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Features  of  British  Act. 

Enactment  b}^  the  Parliament  of  Great  Britain  in 
1897  of  the  Workmen's  Compensation  Act,  a  measm-e 
far  in  advance  of  the  Employers'  Liabihty  Act  of  1880, 
plainly  indicates  the  tendency  to  continue  to  increase  the 
duty  of  the  employer  to  the  employee.  It  is  the  purpose 
of  the  law,  which  is  a  long  and  complicated  one,  to  pro- 
vide compensation  to  the  employee  for  every  "personal 
injury  arising  out  of  and  in  the  course  of  the  employ- 
ment," whether  the  employer  is  chargeable  with  negH- 
gence  or  not.  It  is  provided,  however,  that  if  the 
employer  is  guilty  of  gross  neghgence,  the  employee 
may  recover  upon  his  legal  rights  regardless  of  the  stat- 
ute, so  that  punitive  damages  may  be  inflicted  in  such 
cases.  In  order  to  recover  under  this  act,  the  workman 
must  be  disabled  at  least  two  weeks. 

How  Compensation  is  Fixed. 

The  amount  of  compensation  to  be  recovered  is  fixed 
by  a  scale  in  wliich  the  principal  items  are  these:  A 
sum  equal  to  three  years'  earnings  if  the  injuries  are 
fatal,  payable  to  those  dependent  upon  the  deceased; 
medical  and  burial  expenses  if  no  dependents  are  left; 
for  disabling  injuries,  half  wages  during  disability;  if 
disability  proves  to  be  permanent,  compensation  may  be 
commuted  into  one  sum  in  the  manner  prescribed  by 
the  act.  Particular  provision  is  made  for  arbitration 
where  differences  exist,  and  for  the  application  of  insur- 
ance funds  where  the  employer  protects  his  liabihty  by 
insurance,  and  for  the  enforcement  of  the  act  in  other 
respects.  The  feature  of  the  law  is  that  compensation 
for  injuries  becomes  in  substance  a  part  of  the  contract 
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of  employment,  and  is  payable  for  accidental  injuries 
for  which  the  employer  cannot  be  held  liable  under  the 
law  of  negligence  nor  under  the  Employers'  Liability 
Act. 

Other  European  States  have  adopted  like  laws,  and 
all  are  founded  upon  the  theory  that  works  that  con- 
sume human  lives  should  pay  for  them,  not  as  a  penalty 
for  negligence,  but  as  compensation  for  material  used, 
the  price  of  which  is  to  be  paid  by  the  consumer. 
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"It  is  safe  to  say  that  we  have  no  governments  today, 
state  or  local,  capable  of  dealing  satisfactorily  with  ex- 
isting evils  under  any  form  of  ownership  or  control,  and 
that  we  shall  have  none  mitil  the  mixed  population  of 
our  cities  realizes  that  non-partisanship,  permanency  of 
tenure,  and  high  scientific  qualification  are  requisite  to 
successful  administration  of  government,  and  especially 
to  the  successful  public  control  of  corporations." — Pro- 
fessor John  H.  Gray,  Northwestern  University. 


QUESTIONS  FOR  REVIEW. 


CORPORATIONS— ORGANIZATION,  FINANCE 
AND  MANAGEMENT. 

CHAPTER  I. 

Origin  and  Scope  of  Corporation. 

1.  What  is  a  corporation? 

2.  How  did  corporations  originate? 

3.  What  was  the  first  corporation  of  which  we 
have  authentic  record? 

4.  Who   drafted   the   first   corporation   law,   and 
when? 

5.  What  were  the  principal  features  of  this  first 
law? 

6.  How  were  charters,  for  corporate  privileges, 
dispensed  in  the  early  days? 

7.  Has  the  Federal  Government  power  to  issue 
charters?    If  so,  under  what  conditions? 

8.  How  and  why  are  the  various  States  interested 
in  the  issuance  of  corporate  charters? 

9.  What  does  incorporation  mean? 

10.  What  rights  are  obtained  through  the  act  of 
incorporation? 

11.  When  was  the  first  sj^stematic  State  statute 
adopted  and  in  what  State?  What  are  its  principal 
features? 

379 
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CHAPTER  II. 

Advantages  of  Corporate  Bodies. 

1.  What  advantages  in  a  business  way  does  a  cor- 
poration possess  over  an  individual?  Give  the  various 
distinctions  in  privilege  between  corporations  and  indi- 
viduals. 

2.  Why  is  the  influence  of  a  corporation  far-reach- 
ing? 

3.  How  is  the  question  of  responsibility  involved? 

4.  Why  is  incorporation  a  valuable  asset? 

5.  What  is  secm-ed  to  interested  parties  through 
incorporation? 

CHAPTER  III. 

How  to  Obtain  Incorporation. 

1.  What  preliminary  steps  must  be  taken  by  those 
desiring  to  form  a  corporation? 

2.  What  are  the  important  details  to  be  stated  in 
the  application? 

3.  To  whom  should  this  application  be  made? 

4.  Are  "dummy"  incorporators  permissible,  and  if 
so,  why? 

5.  What  steps  toward  organization  must  be  taken 
after  an  application  is  filed? 

6.  Wherein  do  the  laws  of  Illinois  and  Michigan 
dilFer  as  regards  preliminary  organization? 

7.  When  do  the  duties  of  the  incorporators  end, 
and  to  whom  are  they  transferred? 

8.  What  one  all-important  feature  is  involved  in 
the  organization  of  a  corporation? 
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9.     Why  should  great  care  be  taken  in  preparing 
the  articles  of  incori^ oration? 

10.  Does  an  oversight  by  the  State  in  the  issuance 
of  a  charter  invahdate  the  rights  of  the  incorporators? 

11.  How  many  kinds  of  corporations  are  there? 
Name  them. 

12.  What  is  the  difference  between  a  public  utility 
and  a  private  corporation? 

13.  What  are  corporations  sole  and  aggregate? 

14.  Is  a  multiplicity  of  purposes  permissible  in  the 
one  charter? 

15.  Is  an  unintentional  statement  of  purpose  in- 
volving two  or  more  radically  different  fields  of  opera- 
tion amendable,  and  if  so,  how? 

16.  What  is  the  average  cost  of  incorporation  in  the 
four  principal  States? 

17.  What  is  a  franchise  tax  and  why  is  it  assessed? 

18.  What  two  States  possess  the  simplest  and  the 
most  exacting  forms  of  application?  State  the  main 
differences. 

CHAPTER  IV. 

The  Field  of  Promotion. 

1.  What  is  a  promoter  and  what  does  he  do  ? 

2.  What  relation  does  a  promoter  bear  toward  the 
corporation  he  represents? 

3.  What  is  the  nature  of  his  operations? 

4.  Do  promoters  ever  act  as  underwriters,  and  if 
so,  how? 

5.  Wherein  lies  a  special  field  for  the  employment 
of  promotional  ability? 
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6.  What  is  the  one  weakness  of  the  promotion  sys- 
tem, and  what  particular  evil  does  it  invite  ? 

7.  How  may  promotion  evils  be  remedied?  What 
proceedings  are  open  for  the  relief  of  those  affected  by 
these  evils? 

8.  Does  the  law  recognize  promotion,  and  how? 

9.  What  does  a  promoter  do  for  the  corporation 
which  employs  him? 

10.  Is  a  moral,  upright  character  essential  to  the 
success  of  promotion,  and  why? 

11.  How  are  the  fees  for  promotion  paid?  Of  what 
nature  are  these  fees,  contingent  or  otherwise?  Why 
are  they  always  paid  in  stock,  instead  of  cash? 

12.  How  was  the  construction  of  the  Union  Pacific 
Railroad  financed?  Who  was  the  main  promoter  in 
this  instance?    How  did  he  operate? 

CHAPTER  V. 

Duties  of  Directors  and  Officials. 

1.  How  is  the  board  of  directors  of  a  corporation 
selected. 

2.  What  part  do  these  directors  take  in  the  election 
of  the  general  officers  ? 

3.  Are  members  of  the  board  of  directors  generally 
elected  to  the  positions  of  corporation  officials?    Why? 

4.  What  is  the  relation  of  a  director  toward  the 
stockholders?  What  part  does  a  director  take  in  the 
affairs  of  a  corporation. 

5.  When  are  meetings  of  the  board  of  directors  to 
be  held? 

6.  What  is  the  difference  between  a  regular  and  a 
special  meeting? 
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7.  How  and  by  what  authority  are  the  duties  and 
powers  of  directors  defined  and  limited  ? 

8.  What  is  the  general  natui-e  of  these  duties? 

9.  What  are  the  general  qualifications  for  di- 
rectors? 

10.  Can  a  director  delegate  by  proxy  his  right  to 
vote  at  a  meeting  of  directors? 

11.  What  particular  responsibility  attaches  to  the 
position  of  director?  Define  this  responsibility  by  giv- 
ing a  reason  for  it. 

12.  What  State  is  particularly  strict  in  holding 
directors  of  corporations  to  an  accountabiUty  for  their 
official  actions  ? 

13.  What  punishment  is  inflicted  in  this  State  for 
violation  of  the  law?    Why  is  the  punishment  so  severe? 

14.  May  a  director  make  profitable  deals  for  him- 
self at  the  expense  of  the  corporation  which  he  repre- 
sents? 

15.  What  are  the  liabilities  of  a  director  who  con- 
sents to  the  issuance  of  stock  as  fully  paid  when  no 
adequate  compensation  has  been  received  by  the  cor- 
poration? 

16.  What  are  the  duties  of  the  President  of  a  cor- 
poration?   Of  the  Vice-President?    Of  the  Secretary? 

17.  Should  the  Treasurer  of  a  corporation  be  under 
bond?    If  so,  why? 

18.  What  is  the  Auditor  supposed  to  do?  What  are 
his  essential  quahfications  ? 

19.  State  the  duties  of  a  General  Manager  and  his 
field  of  operation. 

20.  How  is  the  matter  of  salaries  of  corporation 
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officials  regulated?     To  whom  are  these  salaries  pay- 
able? 

21.  Are  directors  entitled  to  pay  for  their  services? 
If  so,  to  what  extent? 

22.  Is  there  any  particular  advantage  in  being  a 
director? 

23.  How  should  notes,  contracts,  and  other  docu- 
ments be  signed  by  officials  so  as  to  make  them  binding 
upon  a  corporation? 

CHAPTER  VI. 

Stockholders'  Rights  and  Liabilities. 

1.  What  position  does  the  stocldiolder  occupy  to- 
ward the  corporation  in  which  he  is  interested?  What 
do  the  shares  in  that  corporation  represent? 

2.  What  is  the  difference  between  capital  and  capi- 
tal stock?    Define  this  difference. 

3.  What  relation  does  surplus  bear  towards  capi- 
tal? 

4.  Broadly  speaking,  what  are  the  general  rights 
of  stocldiolders  ?    Name  them. 

5.  Have  stockholders  any  f mother  rights?  If  so, 
what  is  their  nature? 

6.  What  is  the  liability  of  a  stockholder?  How  is 
it  applied? 

7.  What  particular  liability  attaches  to  stock- 
holders in  corporations  organized  in  the  State  of  New 
York? 

8.  Wherein  does  the  liability  of  a  stockholder  in 
a  bank  differ  from  that  of  a  stockholder  in  an  ordinary 
business  corporation? 
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9.  What  is  the  diiFerence  between  general  and  spe- 
cial meetings  of  stockholders?  How  and  when  may 
these  meetings  be  called? 

10.  What  is  the  usual  form  of  notice  for  a  spjecial 
meeting  of  stockholders? 

11.  What  is  the  secretary's  duty  when  a  call  for  a 
special  meeting  is  issued? 

12.  In  what  manner  are  the  minutes  of  such  meet- 
ings to  be  kept? 

13.  What  voting  power  do  stockholders  have?  How 
is  it  exercised? 

14.  Can  a  stockliolder  vote  by  proxy?    If  so,  how? 

15.  What  is  cumulative  voting?    State  its  purpose 
and  results. 

16.  How  should  by-laws  be  prepared. 

CHAPTER  VII. 

Various  Forms  of  Stock. 

1.  What  does  the  term  "stock"  stand  for? 

2.  How  many  kinds  of  stock  are  there?  Name 
them. 

3.  What  is  preferred  stock?  How  many  kinds  of 
preferred  stock  are  there?  Why  is  it  called  preferred 
stock? 

4.  Is  there  such  a  thing  as  guaranteed  stock? 
What  is  it? 

5.  What  is  interest-bearing  and  special  stocl^; 
treasuiy  and  deferred  stock;  founders  and  convertible 
shares? 

6.  Is  there  any  evil  in  the  convertible  system?  Of 
what  does  it  consist  ? 

J.B.L.  Vol.  6—23. 
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7.  Allowing  that  all  stock  issued  by  a  corporation 
must  be  for  full  value  received,  how  can  such  stock  be 
absolutely  given  away  without  compensation  as  a  bond 
bonus  and  marked  "full  paid  and  unassessable?" 

8.  To  whom  does  liability  for  unpaid  subscriptions 
to  stock  attach  in  case  creditors  take  action? 

9.  What  particular  danger  is  there  in  the  issuance 
of  stock  where  directors  are  negligent?  Cite  an  instance 
of  this  nature.  When  did  it  occur  and  in  connection 
with  what  corporation? 

10.  What  constitutes  evidence  of  stock  ownership? 

11.  How  is  an  assignment  of  a  stock  certificate 
made?  To  what  end  does  such  assignment  tend?  What 
is  the  effect  of  an  assignment? 

CHAPTER  VIII. 

Bonds— What  They  Represent. 

1.  What  are  bonds? 

2.  How  many  kinds  of  bonds  are  generally  used? 
Name  them. 

3.  How  are  bonds  classified? 

4.  What  distinctive  feature  attaches  to  each  class? 

5.  Why  are  bonds  issued? 

6.  Which  class  of  security  do  investors  prefer, 
bonds  or  stocks?    Why? 

7.  What  is  a  convertible  bond?  How  are  they 
handled? 

8.  Name  a  transaction  in  which  control  of  a  rail- 
way was  obtained  by  the  use  of  convertible  bonds. 

9.  What  modern  changes  have  been  made  in  the 
limitation  of  convertible  bonds? 


QUESTIONS   FOR   REVIEW.  387 

10.  Is  there  any  diiFerence  between  a  registered  and 
a  coupon  bond?    Describe  both  classes. 

11.  What  are  redeemable  and  serial  bonds? 

12.  To  what  extent  may  a  corporation  issue  bonds? 

13.  How  does  an  issue  of  bonds  affect  the  capital 
stock  of  a  corporation? 

14.  Is  legislation  covering  bond  issues  desirable, 
and,  if  so,  to  what  extent? 

CHAPTER  IX. 

Business  Management  of  Corporations. 

1.  What  is  the  main  purpose  of  business  man- 
agement? 

2.  What  are  the  main  underlying  principles  of 
successful  management? 

3.  Name  some  of  the  most  important  requirements 
as  regards  operation. 

4.  How  may  a  real  economy  be  secured? 

5.  Cite  the  example  of  one  man  who  accomplished 
a  decided  reform. 

6.  In  what  important  particular  did  he  secure  sat- 
isfactory results  ? 

7.  How  should  the  selling  of  product  be  managed  ? 

8.  What  course  should  be  followed  as  regards  the 
general  manager? 

9.  Have  the  directors  a  right  to  interfere  with  the 
general  manager? 

10.     Under  what  conditions  ? 

CHAPTER  X. 

Handling  of  Corporate  Finances. 
1.     Within  whose  jurisdiction  does  the  handling  of 
corporate  finances  come? 
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2.  Is  there  any  economy  to  be  effected  in  raising 
funds?    If  so,  how? 

3.  Is  the  market  price  of  securities  an  important 
factor? 

4.  How  is  the  question  of  arriving  at  the  best 
means  of  raising  funds  to  be  decided? 

5.  Of  what  natm-e  is  the  problem? 

6.  How  may  the  profits  be  distributed  in  stock? 

7.  What  is  the  advantage  of  a  stock  dividend? 

8.  When  may   debt  be  incurred?     Under  what 
conditions  ? 

9.  Is  there  any  profit  in  borrowing  money?     If 
so,  under  what  conditions? 

10.  What  is  the  usual  process  followed  by  corpora- 
tions in  making  loans  ? 

11.  By  what  method  is  the  amount  of  dividend  to  be 
decided? 

12.  How  can  the  income  of  a  corporation  be  spe- 
cifically determined? 

13.  What  protection  is  there  for  the  stockholders 
in  depreciation  and  surplus  accounts  ? 

14.  Of  what  benefit  is  a  depreciation  fund? 

15.  Who  owns  the  surplus  fund? 

16.  How  may  the  rights  of  minority  stockholders  be 
injured  in  the  distribution  of  profits? 

17.  What  are  the  powers  of  the  finance  committee? 

CHAPTER  XI. 

Failures,  Dissolutions,  Reorganizations. 

1.  What  constitutes  insolvency? 

2.  In  case  a  corporation  is  insolvent  what  is  the 
general  course  pursued? 
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3.  Are  any  corporations  exempt  from  bankruptcy 
proceedings?    If  so,  what  are  they? 

4.  Name  the  powers  and  duties  of  receivers. 

5.  What  is  the  effect  of  the  appointment  of  a  re- 
ceiver on  pubhc  utility  corporations? 

6.  When  and  how  is  the  dissolution  process  re- 
sorted to? 

7.  What  is  the  modern  plan  of  reorganization? 

8  How  is  reorganization  effected?  What  is  the 
usual  method  of  procedure? 

9.  By  what  means  can  the  financial  difficulties  of  a 
corporation  be  straightened  out? 

10.  What  is  the  exchange  system?    Describe  it  in 
detail. 

11.  How  is  the  cash  necessary  for  reorganization 
raised? 

12.  What  is  the  effect  of  the  scaling-down  process? 

13.  Analyze  a  transaction  in  which  a  corporation 
has  been  reorganized. 

14.  To  what  extent  does  success  in  reorganization 
depend  upon  the  receiver? 

15.  Are  there  any  tricks  in  securing  the  appoint- 
ment of  receiverships?    If  so,  what  are  they? 

CHAPTER  XII. 

Limitations  of  Corporate  Power. 

1.  How  are  the  powers  of  a  corporation  to  be 
defined  ? 

2.  Is  there  such  a  thing  as  implied  power  where 
it  is  not  specifically  mentioned  in  the  articles  of  incor- 
poration? 
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3.  What  is  the  general  tendency  of  courts  in  i*uhng 
upon  incorporation  questions  of  this  nature? 

4.  How  many  kinds  of  corporate  power  are  there  ? 

5.  Can  a  party  who  loans  money  to  a  corporation 
in  excess  of  the  legal  limit  recover  such  excess? 

6.  Under  what  conditions  may  negotiable  paper 
be  issued? 

7.  How  and  where  may  corporations  combine? 

8.  What  is  the  general  scope  of  what  is  known  as 
the  power  of  consolidation? 

9.  In  case  two  or  more  corporations  are  merged 
or  consolidated,  what  becomes  of  the  debts  of  the 
original  concerns? 

10.  To  what  extent  may  corporations  hold  real  and 
personal  property? 

11.  What   is   the   difference   between   power  and 
authority  in  corporation  matters? 

12.  What  is  the  meaning  of  the  tenn  ultra  vires? 

13.  What  relation  does  a  corporation  bear  towards 
the  public? 

CHAPTER  XIII. 

Marketing  of  Corporate  Securities. 

1.  How  may  the  securities  of  corporations  be  dis- 
posed of? 

2.  What  is  the  course  usually  pursued? 

3.  Is  there  any  real  permanent  market  for  corpo- 
ration securities?    If  so,  what  is  it? 

4.  Has  this  market  any  governing  power  over  the 
corporations  whose  securities  are  offered  for  sale? 
What  is  the  nature  of  this  control? 

5.  What  is  a  "listed  security"? 
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6.  Is  there  a  great  central  exchange  or  market  for 
securities?    If  so,  where  is  it  situated? 

7.  Ai'e  there  any  other  markets  of  similar  natui'e? 
Where  are  they? 

8.  Is  it  possible  to  deal  in  unlisted  securities  ?    How 
and  where? 

9.  What  does  the  term  *'on  the  curb"  mean? 

10.  What  kind  of  securities  are  dealt  in  on  the 
curb? 

11.  What  is  the  underlying  process  of  disposing  of 
securities  ? 

12.  Has  it  any  favorable  features? 

13.  Describe  the  underlying  methods  in  detail,  and 
mention  some  large  deals  made  thereby. 

14.  How  is  the  credit  of  a  corporation  to  be  deter- 
mined? 

15.  Is  there  any  difference  between  income  and  non- 
income  producing  property  in  connection  with  corpora- 
tion securities? 

16.  What  is  the  nature  of  this  difference? 

CHAPTER  XIV. 

Federal  Taxation  of  Corporations. 

1.  What  incorporated  enterprises  are  subject  to 
an  annual  income  tax  by  the  Federal  government? 

2.  In  what  important  respect  does  the  income  tax 
differ  from  the  former  excise  tax  ? 

3.  ^Vhen  and  how  are  corporations  required  to  re- 
port their  net  incomes  for  taxation? 

4.  How  are  gross  and  net  incomes  computed  under 
this  account? 
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5.  TVHiat  deductions,  if  any,  may  be  made? 

6.  Is  there  any  allowance  for  loss  and  depreciation? 

7.  Are  the  income-tax  returns  of  corporations  open 
to  public  inspection? 

8.  Is  there  any  classification  of  corporations? 

9.  What  are  the  penalties,  if  any,  for  making 
fraudulent  statements? 

10.  Are  bankrupt  concerns  compelled  to  submit  a 
report  ? 

11.  What  is  the  effect  of  the  Federal  law  on  foreign 
corporations?  By  this  is  meant  corporations  organized 
in  countries  outside  of  the  United  States. 

CHAPTER  XV. 

Federal  Control  of  Corporations. 

1.  What   are  the  principal  features,  of  Federal 
control? 

2.  Describe  the  method  of  administering  this  con- 
trol. 

3.  What  are  the  powers  of  the  Federal  commission 
having  this  business  in  hand? 

4.  Define  the  scope  of  Federal  investigation. 

5.  How  are  orders  enforced  and  offenders  pun- 
ished ? 

6.  How  are  corporations  reached  in  order  to  en- 
force the  law? 

7.  In  what  manner  may  a  corporation  be  served 
with  notice  in  order  to  effect  compliancie  with  the  law? 

8.  In  the  event  of  transgression,  who  is  to  be  pun- 
ished? 

9.  What  particular  argument  do  the  opponents  of 
Federal  control  advance  ? 
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10.  What  are  the  relations  of  the  interested  parties? 

11.  Is  there  any  administration  as  to  Federal  con- 
trol over  exports  and  power  to  regulate  trade? 

CHAPTER  XVI. 

The  Modem  Trust  Corporation. 

1.  What  are  the  business  functions  of  the  modern 
trust  company? 

2.  How  did  this  form  of  corporation  originate? 

3.  Name  some  of  the  advantages  which  trust  cor- 
porations have  over  banks. 

4.  How  does  the  reserve  fund  rule  which  applies 
to  banks  affect  a  trust  corporation? 

5.  Describe  the  general  field  of  operation  for  such 
a  company. 

6.  What  is  its  main  feature  in  its  relation  to  the 
public  ? 

7.  What  general  purpose  does  a  trust  corporation 
serve  ? 

8.  Describe  the  equipment  necessary  for  the  suc- 
cessful conduct  of  such  a  business. 

9.  Describe  the  method  of  establishing  counter 
checks  in  records,  safeguards  against  thefts  and  errors, 
etc. 

CHAPTER  XVII. 

Regulation  of  Public  Service  Corporations. 

1.  Is  there  such  a  thing  as  a  fair  municipal  tax  on 
corporations,  and,  if  so,  what  is  it? 

2.  How  shall  values  be  determined  in  fixing  this 
tax? 
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3.  What  are  the  proper  methods  of  accounting? 

4.  What  particular  corporations  should  be  super- 
vised in  this  manner? 

5.  To  what  extent  shall  compensation  be  given  by 
corporations  for  municipal  franchise? 

6.  What  are  the  details  of  the  New  York  law? 

CHAPTER  XVIII. 

Value  of  Industrial  Corporations. 

1.  What  is  a  true  industrial  corporation? 

2.  To  what  extent  does  stock  speculation  interfere 
with  the  operation  of  an  industrial  corporation? 

3.  Are  there  any  particular  pitfalls  which  corpora- 
tion investors  should  be  wary  of?    What  are  they? 

4.  To  what  extent  are  honest  directors  necessary? 

5.  What  precautions  should  the  investing  public 
take? 

6.  Is  there  any  safeguard  in  industrial  corpora- 
tions?   If  so,  what  is  it? 

7.  What  is  the  effect  of  criticism  on  corporations? 

CHAPTER  XIX. 

Special  Features  of  State  Laws. 

1.  Is  it  possible  to  codify  the  incorporation  laws 
of  the  various  States  so  as  to  make  one  general  apphca- 
tion? 

2.  How  are  the  various  States  grouped  as  to  their 
attitude  toward  incorporations? 

3.  What  States  in  particular  encourage  incorpora- 
tion, and  why? 
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4.  What  is  the  nature  of  this  encouragement? 

5.  What  State  in  particular  invites  incorporation 
proceedings,  and  how  is  tliis  invitation  extended? 

6.  What  is  the  franchise  tax  of  this  particular 
State? 

7.  Are  there  any  States  which  may  be  classed  as 
non- favorable  to  corporations?    If  so,  what  are  they? 

8.  Cite  one  particular  instance  of  this  kind. 

9.  In  what  State  are  the  directors  of  a  corporation 
held  strictly  responsible  for  violation  of  the  law,  and 
to  what  extent? 

10.  Is  there  any  State  in  which  the  secretary  is 
empowered  to  use  his  judgment  in  granting  incorpo- 
ration? If  so,  name  the  State  and  the  extent  to  which 
the  secretary  has  authority. 

11.  What  is  the  theory  of  State  charters? 

12.  What  was  the  original  intent  of  State  incorpo- 
ration? 

13.  To  what  extent  does  this  purpose  or  intent  now 
obtain  ? 

14.  A^Hiat  particular  problem  confronts  incorpora- 
tors? 

15.  What  is  the  general  policy  of  the  States  toward 
foreign  corporations? 

16.  What  is  a  foreign  corporation? 

17.  Is  a  certificate  of  foreign  incorporation  of  any 
particular  value,  and,  if  so,  to  what  extent? 

18.  What  is  the  general  pohcy  of  the  United  States 
toward  foreign  corporations  ? 
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CHAPTER  XX. 

Digest  of  State  Laws. 

1.  Are  the  incorporation  laws  of  the  various  States 
the  same  in  their  general  outline? 

2.  Is  there  any  particular  diiFerence  in  the  laws 
of  certain  States? 

3.  What  is  the  effect  of  such  differences,  if  they 
exist,  upon  corporations  and  those  interested  in  them? 

4.  How  may  specific  information  be  obtained  as  to 
conditions  on  which  charters  are  issued? 

CHAPTER  XXI. 

Canada's  Incorporation  Law. 

1.  How  is  incorporation  obtained  in  Canada? 

2.  What  is  the  general  nature  of  the  Canadian 
statute? 

3.  What  are  the  requirements  for  incorporation? 

4.  In  what  respect  is  the  Canadian  law  superior  to 
most  of  the  statutes  in  effect  in  the  United  States? 

CHAPTER  XXII. 

Corporate  Liability  to  Employees. 

1.  What  is  the  liability  of  an  employer,  under  the 
common  law,  for  personal  injuries  received  by  his 
employees  ? 

2.  How  does  this  liability  affect  corporations? 

3.  To  what  extent  does  the  liability  of  an  employer 
apply? 

4.  Is  an  employer's  liability  for  death  by  accident 
recognized  under  the  common  law? 
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5.  Under  what  conditions  may  an  employer  be 
exempt  from  liability? 

6.  Is  there  any  limit,  under  State  statutes,  as  to 
the  amount  of  damages  which  may  be  recovered  for  a 
death  loss  ? 

7.  What  are  the  relations  of  fellow  employees  as 
regards  the  fixing  of  responsibility  for  personal  injury? 

8.  What  is  the  general  purport  of  the  British 
Employers'  Liability  Act? 

9.  What  is  the  general  policy  of  oui*  courts  in  fix- 
ing responsibility  for  personal  injuries? 

10.  Under  what  conditions  does  responsibility  un- 
questionably attach  to  the  employer? 

11.  Are  any  large  American  corporations  doing 
anything  in  a  systematic  manner  to  solve  the  problem  of 
caring  for  sick  and  disabled  employees  ? 

12.  Name  these  corporations,  and  describe  the  gen- 
eral scope  of  their  efforts. 

13.  How  may  an  employer,  individual  or  corporate, 
minimize  the  responsibility  for  damages? 

14.  Is  there  any  difference  between  liability  and 
accident  insurance?    If  so,  describe  it. 

15.  Are  employers  subject  to  extortion  in  the  matter 
of  fraudulent  claims  for  damages? 

16.  To  what  extent  does  moral  responsibility  become 
a  factor  in  personal  injury  risks? 


"The  inequality  in  the  advantages  enjoyed  by  corpo- 
rations and  individuals  has  aroused  feelings  of  impa- 
tience and  discontent,  and  those  feelings  have  culmi- 
nated in  the  demand  for  corporate  regulations,  which, 
in  some  instances,  are  as  unreasonable  as  they  are  need- 
lessly comprehensive.  Those  interested  in  corporate 
property  and  corporate  business,  of  course,  resist  such 
demands,  and  out  of  the  demands  on  one  side,  and  resist- 
ance on  the  other,  the  great  question  of  trusts,  and 
what  is  to  be  done  with  and  about  trusts,  has  developed 
into  an  issue  of  transcendent  national  importance." — 
Hon.  William  Lindsay,  United  States  Senator  from 
Kentucky, 
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"Our  experience  would  seem  to  indicate  that  the  ideal 
system  of  adjusting  the  relations  of  the  municipality  and 
street  railway  corporations,  if  we  are  to  retain  private 
management,  is  public  ownership  of  tracks  with  private 
operation  under  a  term  contract  for  a  period  not  exceed- 
ing twenty  years.  The  contract  should  stipulate  the 
lowest  possible  fare  which  promises  a  reasonable  return 
on  investment  and  should  provide  for  a  progressive  tax 
on  gross  receipts." — Dr.  Frederic  W.  Speirs,  Phila- 
delphia. 


AUis-Chalmers  Company. 

Incorporated  in  New  Jersey,  1901.  General  office, 
Milwaukee,  Wis.  Capital  stock — common  authorized 
$25,000,000,  issued  $19,820,000;  7  per  cent  preferred 
cum.,  authorized  $25,000,000,  issued  $16,150,000;  bonds 
authorized  $15,000,000,  issued  $11,148,000.  Total  stock 
and  bonds  outstanding,  $47,118,000. 

Amalgamated  Copper  Company. 

Incorporated  in  New  Jersey,  1889.  General  office. 
New  York.  Capital  stock— authorized,  $155,000,000, 
issued  $153,887,900;  bonds,  $605,000.  Total  stock  and 
bonds,  $154,592,900.  It  owns  stocks  in  eleven  constitu- 
ent companies  which,  in  1909,  produced  an  income  of 
$4,408,973. 

American  Beet  Sugar  Company. 

Incorporated  in  New  Jersey,  1899.  General  office, 
Jersey  City.  Principal  places  of  business,  California, 
Colorado  and  Nebraska.  Capital  stock — common  au- 
thorized $15,000,000,  all  issued;  6  per  cent  non-cum. 
preferred  authorized  $5,000,000,  all  issued.  Total 
stock,  $20,000,000. 

American  Malting  Company. 

Incorporated  in  New  Jersey,  1897.     General  office. 
New  York.     Capital  stock — common  authorized  $15,- 
000,000,  issued  $13,400,000;  7  per  cent  cum,  preferred 
401 
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authorized  $15,000,000,  issued  $14,440,000.  Total  stock, 
$27,840,000. 

American  Sugar  Refining  Company. 
Incorporated  in  New  Jersey,  1891.     General  office, 
Jersey  City.     Capital  stock — common  authorized  $45,- 
000,000,  all  issued ;  7  per  cent  cum.  preferred  authorized 
$45,000,000,  all  issued.    Total  stock,  $90,000,000. 

American  Tobacco  Company. 
Incorporated  in  New  Jersey,  1904.  General  office, 
Jersey  City.  Capital  stock — common  authorized  $100,- 
000,000,  issued  $40,242,400;  6  per  cent  cum.  preferred, 
authorized  $76,689,100,  all  issued;  bonds  outstanding, 
$105,277,550.    Total  stocks  and  bonds,  $222,209,050. 

Calumet  &  Hecla  Mining  Company. 

Incorporated  in  Michigan,  1871.  General  office, 
Boston.  Capital  stock  authorized  $2,500,000,  all  issued. 
Shares,  of  a  par  value  of  $25  each,  sell  at  from  $600 
to  $1,000  each.  Dividends  range  from  $25  to  $100  per 
share. 

Chicago  Telephone  Company. 

Incorporated  in  Illinois,  1881.  General  office,  Chi- 
cago. Capital  stock — common  authorized  $30,000,000, 
issued  $27,000,000 ;  bonds,  $5,000,000.  Total  stock  and 
bonds  issued,  $32,000,000. 

Diamond  Match  Company. 
Incorporated  in  Illlinois,  1889.    General  office,  Chi- 
cago.   Capital  stock  authorized,  $16,000,000,  all  issued; 
5  per  cent  notes  outstanding,  $1,500,000. 
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General  Electric  Company. 

Incorporated  in  New  York,  1892.  General  office, 
Schenectady,  N.  Y.  Capital  stock  authorized,  $80,- 
000,000,  issued  $65,179,600;  bonds  $14,962,000.  Total 
stock  and  bonds,  $80,141,600.  Of  the  bonds,  $12,875,- 
000  are  convertible  into  stock  at  par  after  June  1,  1911. 

International  Harvester  Company. 

Incorporated  in  New  Jersey,  1902.  General  office, 
Chicago.  Capital  stock — common  authorized  $60,000,- 
000,  all  issued;  7  per  cent  cum.  preferred  $60,000,000, 
all  issued.  No  bonds.  Total  stock,  $120,000,000. 
Stock  is  held  by  voting  trust,  comprised  of  George  W. 
Perkins,  Charles  Deering  and  Cyrus  H.  McCormick. 
Agreements  run  to  August,  1912. 

International  Paper  Company. 

Incorporated  in  New  York,  1898.  General  office, 
Corinth,  N.  Y.  Capital  stock — common  authorized 
$20,000,000,  issued  $17,442,800;  6  per  cent  cum.  pre- 
ferred authorized  $25,000,000,  issued  $22,406,700; 
bonds,  $17,291,000.  Total  stocks  and  bonds,  $57,140,- 
500. 

National  Biscuit  Company. 

Incorporated  in  New  Jersey,  1898.  General  office. 
New  York.  Capital  stock — common  authorized  $30,- 
000,000,  issued  $29,236,000 ;  7  per  cent  cum.  preferred 
authorized  $25,000,000,  issued  $24,804,500;  bonds, 
$609,000.    Total  stocks  and  bonds,  $58,649,500. 
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National  Lead  Company. 

Incorporated  in  New  Jersey,  1891.  General  office, 
New  York.  Capital  stock — common  authorized  $25,- 
000,000,  issued  $20,655,400 ;  7  per  cent  cum.  preferred 
authorized  $25,000,000,  issued  $24,367,000;  no  bonds. 
Total  stock,  $45,022,400.  Preferred  stock  is  subject 
to  redemption  at  par. 

North  American  Company. 

Incorporated  in  New  Jersey,  1890.  General  office, 
New  York.  Capital  stock  authorized  $30,000,000  of 
common,  issued  $29,793,300;  bonds,  $2,072,000.  Total 
stock  and  bonds,  $31,865,300.  This  company  controls 
a  number  of  street  railway,  gas,  electric  light,  heat, 
power  and  similar  companies. 

People's  Gas  Light  &  Coke  Company. 

Incorporated  in  Illinois,  1855.  General  office,  Chi- 
cago. Capital  stock  (all  common)  authorized  $35,000,- 
000,  all  issued;  bonds,  $49,096,000.  Total  stock  and 
bonds,  $84,096,000. 

The  Pullman  Company. 

Incorporated  in  Illinois,  1867-  General  office,  Chi- 
cago. Capital  stock  (all  common)  authorized  and  is- 
sued, $120,000,000;  no  bonds.  Capital,  up  to  May  1, 
1910,  was  $100,000,000,  but  $20,000,000  in  stock  was 
distributed  to  stockholders  in  order  to  capitalize  the 
surplus  account,  which  had  become  top  heavy. 
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Republic  Iron  &  Steel  Company. 

Incorporated  in  New  Jersey,  1899.  General  office, 
Pittsburg,  Pa.  Capital  stock — common  authorized 
$30,000,000,  issued  $27,191,000;  7  per  cent  cum.  pre- 
ferred, authorized  $25,000,000,  all  issued;  bonds  callable 
at  105  and  interest,  after  April  1,  1920,  $10,000,000; 
other  bonds,  $8,107,000.  Total  stocks  and  bonds,  $60,- 
298,000. 

Sears,  Roebuck  &  Co. 

Incorporated  in  New  York,  1906.  General  office, 
Chicago.  Capital  stock — common  authorized  and  all 
issued,  $30,000,000;  7  per  cent  cum.  preferred,  author- 
ized $10,000,000,  issued  $8,900,000  ($1,100,000  bought 
in  and  cancelled)  ;  no  bonds.    Total  stock,  $38,900,000. 

Standard  Oil  Company. 

Incorporated  in  New  Jersey,  1882.  General  office, 
Bayonne,  N.  J.  Capital  stock  (all  common),  author- 
ized $100,000,000,  issued  $98,338,383;  no  bonds.  The 
stock  sells  at  from  $617  to  $670  per  $100  share.  Divi- 
dends average  $40  per  share. 

Swift  &  Company. 

Incorporated  in  Illinois,  1885.  General  office,  Chi- 
cago. Capital  stock  authorized  and  issued,  $60,000,000 ; 
bonds,  $5,000,000.    Total  stock  and  bonds,  $65,000,000. 

United  States  Steel  Corporation. 

Incorporated  in  New  Jersey,  1901.  General  office. 
New  York.    Capital  stock — common,  authorized  $550,- 
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000,000,  issued  $508,302,500;  7  per  cent  cum.  preferred, 
authorized  $400,000,000,  issued  $360,281,100;  bonds, 
$601,976,905.     Total  stocks  and  bonds,  $1,474,560,505. 

Western  Union  Telegraph  Company. 

Incorporated  in  New  York,  1851.  General  office, 
New  York.  Capital  stock  (all  common),  authorized 
$125,000,000,  issued  $99,817,100;  bonds  $38,645,000. 
Total  stock  and  bonds,  $138,462,100. 


Capitalization 

OF 

Leading 

Railroad 

Corporations 


"It  is  but  fair  to  say  that  corporations,  as  a  rule,  do 
not  voluntarily  or  willingly  contribute  to  campaign 
funds.  Subject,  as  they  are,  to  legislative  and  muni- 
cipal regulation,  they  can  not  well  resist  the  'stand  and 
deliver'  argument  that  certain  classes  of  party  man- 
agers do  not  hesitate  to  use.  Many  of  them  find  it 
cheaper  to  purchase  their  peace  than  to  defend  their 
rights." — Hon.  William  Lindsay],  United  States  Sena- 
tor from  Kentucky, 


Atchison,  Topeka  &  Santa  Fe. 

Incorporated  in  Kansas,  1895.  General  office,  To- 
peka, Kas.  Capital  stock — common  authorized,  $250,- 
000,000;  issued,  $163,725,000;  5  per  cent  non-cum. 
preferred:  authorized,  $131,486,000;  issued,  $114,173,- 
700;  bonds,  $291,086,820.  Total  stocks  and  bonds, 
$586,279,820.  Mileage,  9,745.  Capital  per  mile,  over 
$60,000. 


Baltimore  &  Ohio. 

Incorporated  in  Maryland  and  Virginia,  1827.  Gen- 
eral office,  Baltimore,  Md.  Capital  stock — common 
authorized,  $152,750,000;  issued,  $152,175,829;  4  per 
cent  non-cum.  preferred,  authorized  and  issued,  $60,- 
000,000;  bonds,  $120,713,473.  Total  stocks  and  bonds, 
$270,713,473.  Mileage,  4,462.  Capital  per  mile,  over 
$60,000. 


Canadian  Pacifio. 

Incorporated  in  Canada,  1881.  General  office,  Mon- 
treal. Capital  stock — common  authorized,  $200,000,- 
000;  issued,  $150,000,000;  4  per  cent  non-cum.  pre- 
ferred, authorized,  $100,000,000;  issued,  $52,696,666; 
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4  per  cent  debenture  stock,  $128,930,132;  bonds,  $39,- 
621,966.  Total  stocks  and  bonds,  $371,248,764.  Mile- 
age, 9,426.    Capital  per  mile,  about  $39,343. 

Chicago  &  Alton. 

Incorporated  in  Illinois,  1906.  General  office,  Chi- 
cago. Capital  stock — common  authorized,  $20,000,- 
000;  issued,  $19,542,800;  4  per  cent  non-cum.  pre- 
ferred authorized,  $20,000,000;  issued,  $19,544,000; 
guaranteed  stocks,  $3,693,203;  bonds,  $75,809,338. 
Total  stocks  and  bonds,  $118,5B9,341.  Mileage,  098. 
Capital,  about  $118,590  per  mile. 

Chicago,  Burlington  &  Quincy. 

Incorporated  in  Illinois,  1849.  General  office,  Chi- 
cago. Capital  stock  (all  common),  $110,839,100,  prac- 
tically all  owned  by  the  Great  Northern  and  Northern 
Pacific  Railways;  bonds,  $199,471,000.  Total  stocks 
and  bonds,  $310,310,100.  Mileage,  9,023.  Capital, 
about  $34,390  per  mile. 

Chicago,  Milwaukee  &  St.  Paul. 

Incorporated  in  Wisconsin,  1863.  General  office, 
Chicago.  Capital  stock — common  authorized,  $158,- 
183,900;  issued,  $115,946,000;  7  per  cent  non-cum.  pre- 
ferred, authorized  $124,654,400;  issued  $115,931,900; 
bonds,  $151,663,500.  Total  stocks  and  bonds,  $383,- 
541,400.  Mileage,  7,186.  Capital,  about  $53,350  per 
mile. 
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Chicago  &  Northwestern. 

Incorporated  in  Illinois,  1859.  General  office,  New 
York.  Capital  stock — common  authorized,  $177,601,- 
045;  issued,  $130,121,639;  7  per  cent  preferred 
authorized,  $22,398,955;  issued,  $22,395,120;  bonds, 
$172,173,000,  Total  stocks  and  bonds,  $324,689,759. 
Mileage,  7,632.    Capital  per  mile,  about  $42,500. 

Delaware,  Lackawanna  &  Western 

Incorporated  in  Pennsylvania,  1849.  General  office, 
New  York.  Capital  stock  (all  common) ,  $30,277,000; 
bonds,  $94,734,410.  Total  of  stocks  and  bonds,  $125,- 
011,410.  The  stock  pays  about  20  per  cent  yearly.  The 
dividends  are  2l^  per  cent  quarterly  with  an  extra  10 
per  cent  in  December.  Shares  of  par  value  of  $50,  sell 
at  from  $590  to  $625.  In  June,  1909,  a  cash  dividend 
of  50  per  cent,  and  stock  dividend  of  15  per  cent  was 
declared.  Stockholders  also  had  the  right  to  subscribe 
to  the  extent  of  25  per  cent  of  their  holdings  for  $6,800,- 
000  of  new  stock  at  par.  Mileage,  957.  Capital  a  little 
over  $130,626  per  mile. 

Erie  Railroad. 

Incorporated  in  New  York,  1895.  General  office, 
New  York.  Capital  stock — common  authorized,  $133,- 
000,000;  issued,  $112,378,900;  4  per  cent  non-cum.  pre- 
ferred authorized,  $64,000,000;  issued,  $63,892,400; 
bonds,  $242,032,839.  Total  of  stocks  and  bonds,  $418,- 
304,1.39.  Mileage,  2,152.  Capital,  about  $199,495  per 
mile. 
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Illinois  Central. 

Incorporated  in  Illinois,  1850.  General  office,  Chi- 
cago. Capital  stock — common  authorized,  $123,552,- 
000;  issued,  $109,296,000;  guaranteed  4  per  cent  stock, 
authorized  and  issued,  $10,000,000;  bonds,  $196,053,275. 
Total  stocks  and  bonds,  $315,349,275.  Mileage,  4,593. 
Capital  about  $68,658  per  mile. 

Lake  Shore  &  Michigan  Southern. 

Incorporated  in  Illinois,  Indiana,  Michigan,  Ohio, 
Pennsylvania  and  New  York,  1869.  General  office, 
New  York.  Capital  stock  (all  common)  authorized  and 
issued,  $50,000,000;  bonds,  $170,145,550.  Total  stock 
and  bonds,  $220,145,550.  Mileage,  1,520.  Capital 
about  $144,174  per  mile. 

Lehigh  Valley. 

Incorporated  in  Pennsylvania,  1853.  General  office, 
Philadelphia.  Capital  stock — common  issued,  $40,334,- 
800;  10  per  cent  cumulative  preferred,  $106,300;  bonds, 
$80,389,000.  Total  stocks  and  bonds,  $120,830,100. 
Mileage,  1,398.    Capital  a  Httle  over  $86,431  per  mile. 

Michigan  Central. 

Incorporated  in  Michigan,  1846.  General  office,  De- 
troit. Capital  stock  (all  common)  authorized  and  is- 
sued, $18,738,000;  bonds,  $49,417,400.  Total  stock  and 
bonds,  $68,155,400.  Mileage,  1,745.  Capital  about 
1,321  per  mile. 
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Missouri  Pacific. 

Incorporated  in  Missouri,  1876.  General  office,  New 
York.  Capital  stock  (all  common)  authorized,  $100,- 
000,000 ;  issued,  $79,764,225 ;  bonds,  $223,339,004.  To- 
tal stocks  and  bonds,  $303,103,229.  Mileage,  6,474. 
Capital,  about  $46,818  per  mile. 

New  York  Central  &  Hudson  River. 

Incorporated  in  New  York,  1869.  General  office. 
New  York  City.  Capital  stock  (all  common)  author- 
ized, $250,000,000;  issued,  $223,290,000;  bonds,  $275,- 
064,845.  Total  stock  and  bonds,  $498,354,845.  Mile- 
age, 3,588.    Capital,  about  $111,022  per  mile. 

Pennsylvania  Railroad  Company. 

Incorporated  in  Pennsylvania,  1846.  General  office, 
Philadelphia.  Capital  stock  (all  common)  authorized, 
$500,000,000;  issued,  $404,506,752;  bonds,  $295,597,288, 
also  $125,528,548  issued  by  Pennsylvania  Company  and 
guaranteed  by  Pennsylvania  Railroad  Company.  Total 
stocks  and  bonds,  $825,632,588.  Mileage  (both  lines), 
11,080.    Capital,  about  $74,515  per  mile. 

Reading  Company. 

Incorporated  in  Pennsylvania,  1871.  General  office, 
Philadelphia.  Capital  stock — common  authorized  and 
issued,  $70,000,000;  4  per  cent  non-cum.  preferred 
authorized  and  issued,  $70,000,000;  bonds,  $109,032,539. 
Total  stocks  and  bonds,  $249,032,539.  Mileage,  1,024. 
Capital,  about  $241,144  per  mile. 
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Union  Pacific  Railroad  Company. 

Incorporated  in  Utah,  1897,  as  reorganization  of  old 
Union  Pacific  Company.  General  office.  New  York 
City.  Capital  stock — common  authorized,  $296,178,700; 
issued,  $199,302,300;  4  per  cent  non-cum.  preferred 
authorized,  $200,000,000;  issued,  $99,544,000;  bonds, 
$322,785,800.  Total  stocks  and  bonds,  $621,632,100, 
Mileage,  6,164.    Capital,  about  $100,848  per  mile. 


"Doubting  not  the  integrity  of  the  masses,  or  their 
devotion  to  honest  government,  I  have  confidence  that 
our  difficulties,  present  and  future,  foreign  and  do- 
mestic, will  be  patriotically  and  intelligently  met  and 
overcome,  and  that  this  government  of  the  people,  for 
the  people  and  by  the  people  is  not  predestined  to  perish 
from  the  earth." — Hon.  William  Lindsay,  United 
States  Senator  from.  Kentucky, 
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